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Dear Valued Shareholder:

Fiscal 2005 was an exciting year for CompCare, marked by several noteworthy accomplishments. We
have continued our year over year financial improvement, with an operating profit and reduced net loss
during fiscal 2005 and a previously announced $3.6 million equity investment to start fiscal 2006. In
addition, we are very pleased to report that our independent accounting firm has issued an unqualified
opinion on our 2005 financial statements. Having more resources at hand, we have focused our efforts
on devising innovative solutions that address the needs of the industry, which resulted in several new
contracts and partnerships. Along with new business, CompCare achieved another milestone by receiving
its third consecutive three-year, Full Accreditation from the National Committee for Quality Assurance
(NCQA). NCQA, an independent, not-for-profit organization, is the leading accrediting body for the
nation’s health care organizations. CompCare’s Full Accreditation spans Medicaid, Medicare, and
Commercial lines of business and applies to the company’s entire operations, which includes business in
California, Connecticut, Florida, Georgia, Indiana, Michigan and Texas. We are extremely proud of this
achievement. To receive NCQA'’s highest rating is a tremendous accomplishment for CompCare and
earmarks us as a leader in delivering quality-driven services.

CompCare recently had the pleasure of welcoming four new Board Members: Robert S. Parker, David P.
Schuster, Barry A. Stein, Ph.D., and Peter Jesse Walcott. We believe these individuals will contribute
immensely to our growth and success and we look forward to many exciting opportunities with these
highly regarded professionals.

We are very proud of our recent expansion into new market areas, both geographically and in new
product offerings. CompCare was selected to manage behavioral health and substance abuse services for
a Medicare health plan in Pennsylvania, as well as four “start-up” Medicare plans in Connecticut, Florida,
and Texas. CompCare then expanded its Behavioral Health Pharmacy Management, which now services
clients in Michigan and Indiana. As we move forward with these new contracts, CompCare will continue
to focus on strengthening and expanding current client relationships, improving core services and
developing new, innovative approaches to behavioral health care. We remain dedicated to providing
superior products and services that provide savings for our clients, while improving the quality of life for
our members. As we venture into Fiscal 2006, we look forward to promising new solutions that will
integrate medical and behavioral medicine. Currently underway is a partnership with Comprehensive
Neuroscience, Inc., a clinical neuroscience company whose prospective modeling tools will help us
enhance our disease management approach through proactive intervention and education, and bridge the
divide between primary care physicians and behavioral health providers so that members receive more
coordinated care, while reducing behavioral health pharmacy costs.

We are very enthusiastic about the future and the new possibilities that will emerge as we continue to
cultivate our reputation as a leader in quality-driven, cutting-edge services. We wish to thank our
shareholders who support and share our vision for CompCare’s future. We continue to work diligently
for you, our shareholder, to enhance your investment and continue to earn your support. We look
forward to another exciting year.

P EXe Y - Fade

Mary Jane Johnson Robert J. Landis
President and Chief Executive Officer, Chairman, Chief Financial Officer,
And Director and Treasurer
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COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES
PARTI
ITEM 1. BUSINESS

CAUTIONARY STATEMENT FOR THE PURPOSES OF THE “SAFE HARBOR” PROVISIONS OF THE
PRIVATE SECURITIES LITIGATION REFORM ACT OF 1995: Certain information included in this annual
report on Form 10-K and in other Company reports, SEC filings, statements, and presentations is forward looking
within the meaning of the Private Securities Litigation Reform Act of 1995, including, but not limited to, statements
concerning the Company’s anticipated operating results, financial resources, increases in revenues, increased
profitability, interest expense, growth and expansion, and the ability to obtain new behavioral healthcare contracts.
Such forward-looking information involves important risks and uncertainties that could significantly affect actual
results and cause them to differ materially from expectations expressed herein and in other Company reports, SEC
filings, statements, and presentations. These risks and uncertainties include local, regional, and national economic
and political conditions, the effect of governmental regulation, the competitive environment in which the Company
operates, and other risks detailed from time to time in the Company’s SEC reports.

OVERVIEW

Comprehensive Care Corpora’tion® (referred to herein as the “Company”, “CompCare” ™Y, “we”, “our” or
“us™) is a Delaware Corporation organized in 1969. Unless the context otherwise requires, all references to the
Company include the Company’s principal operating subsidiary, Comprehensive Behavioral Care, Inc.S™ @
(“CBC”) and subsidiary corporations.

Comprehensive Care Corporation, primarily through its wholly-owned subsidiary, Comprehensive
Behavioral Care, Inc., provides managed care services in the behavioral health and psychiatric fields, which is its
only operating segment. We manage the delivery of a continuum of psychiatric and substance abuse services to
commercial, Medicare, and Medicaid members on behalf of employers, health plans, government organizations,
third-party claims administrators, and commercial and other group purchasers of behavioral healthcare services.
Our managed care operations include administrative service agreements, fee-for-service agreements, and capitation
contracts. The customer base for our services includes both private and governmental entities. Our services are
provided primarily by unrelated vendors on a subcontract or subcapitated basis.

The services we provide are delivered through management service agreements (“MSQOs”), administrative
service agreements (“ASOs”), and capitated contracts. MSOs and ASOs are contractual obligations under which the
Company does not assume any financial risk or responsibility for the member’s behaviorai healthcare costs. We
may provide various managed care functions under MSO and ASO arrangements, including clinical care
management, provider network development, customer service, claims processing, and information systems
reporting. The scope of services under MSO arrangements is slightly narrower in comparison to those services we
perform under ASO arrangements. Under capitated contracts, the primary payer of healthcare services prepays us a
fixed, per member per month fee for covered psychiatric and substance abuse services regardless of actual member
utilization and the Company assumes the financial risk for the member’s behavioral healthcare costs. Programs are
contracted through inpatient facilities as well as through experienced outpatient practitioners.

Our managed care activities are performed under the terms of agreements with health maintenance
organizations (“HMOs”), preferred provider organizations, and other health plans or payers to provide contracted
behavioral healthcare services to subscribing participants. Revenue under a substantial portion of these agreements
is earned monthly based on the number of qualified participants regardless of services actually provided (generally
referred to as capitation arrangements). The information regarding qualified participants is supplied by our clients
and we rely extensively on the accuracy of the client remittance and other reported information to determine the
amount of revenue to be recognized. Such agreements accounted for 90.2%, or $22.1 million, of revenue for the
fiscal year ended May 31, 2005, 85.5%, or $23.6 million, of revenue for the fiscal year ended May 31, 2004, and
87.4%, or $28.2 million, of revenue for the fiscal year ended May 31, 2003. The remaining balance of the
Company’s revenues is earned on a fee-for-service basis and is recognized as services are rendered.

We currently manage programs through which services are provided to recipients in fifteen states. Current
programs and services include fully integrated, capitated behavioral healthcare services, Employee Assistance

M CompCare is a registered trademark of Comprehensive Care Corporation.
@ Comprehensive Behavioral Care, Inc. is a registered service mark of the Company.
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Programs (“EAPs”), case management/utilization review services, administrative services management, provider
sponsored health plan development, preferred provider network development, management and physician advisor
reviews, and overall care management services. We also provide prior and concurrent authorization for physician-
prescribed psychotropic medications for a major Medicaid HMO in Indiana and Michigan. Members are generally
directed to CompCare by their employer, health plan, or physician and receive an initial authorization for an
assessment. Based upon the initial assessment, a treatment plan is established for the member. Fully integrated
capitated lives (i.e. where the company has contractual, financial risk) totaled approximately 679,000 and 698,000 at
May 31, 2005 and 2004, respectively. Combined MSO and ASO lives were approximately 245,000 and 370,000 at
May 31, 2005 and 2004, respectively. EAP lives were approximately 1,700 and 2,000 at May 31, 2005 and 2004,
respectively.

Our objective is to provide easily accessible, high quality behavioral healthcare services and products and
to manage costs through measures such as the monitoring of hospital inpatient admissions and the review of
authorizations for various types of outpatient therapy. Our goal is to combine access to quality behavioral
healthcare services with effective management controls in order to ensure the most cost-effective use of healthcare
resources.

RECENT DEVELOPMENTS

On June 14, 2005, we entered into a Securities Purchase Agreement (the “Securities Purchase Agreement™)
with Woodcliff Healthcare Investment Partners LLC, a Delaware limited liability company (“Woodcliff”), pursuant
to which we issued to’ Woodcliff 14,400 shares of our Series A Convertible Preferred Stock, par value $50.00 per
share (the “Series A Shares”) for a total purchase price of $3.6 million in cash, of which we realized approximately
$3.4 million in net cash proceeds. Each Series A Share, the terms of which are governed by a Certificate of
Designation, Preferences and Rights (the "Certificate of Designation"), which is part of our certificate of
incorporation, is convertible into 294.12 shares of the Company’s common stock, subject to anti-dilution and other
customary adjustments, If the Series A Shares were converted into our common stock immediately after the closing
of the transactions contemplated by the Securities Purchase Agreement, the common stock issuable upon such
conversion would represent approximately 43% of the Company’s outstanding common stock, excluding exercises
of 1,749,956 options and warrants, which represents all outstanding options and warrants at such time. The
Securities Purchase Agreement provides, among other things, that we may require Woodcliff to purchase up to
approximately 2.95 million shares of our common stock, subject to our attaining certain financial targets and
satisfying other conditions.

The Certificate of Designation provides, among other things, that the holders of the Series A Shares have
the right to designate a majority of the members of our Board of Directors. These director designees will not be
affiliates or employees of Woodcliff. The number of our directors that may be designated by the holders of the
Series A Shares will decline as and if such holders of the Series A Shares reduce their ownership of such Series A
Shares below certain thresholds. For a more complete discussion of this transaction and for a copy of the Securities
Purchase Agreement and related transaction documents, see our Current Report on Form 8-K and exhibits thereto
filed with the Securities and Exchange Commission on June 20, 2005.

SOURCES OF REVENUE

We provide managed behavioral healthcare and substance abuse services to recipients, primarily through
subcontracts with HMOs who have historically carved out these functions to managed behavioral healthcare
organizations like CompCare. We generally receive a negotiated amount on a per member per month or capitated
basis in exchange for providing these services. We then contract directly with behavioral healthcare providers who
receive a pre-determined, fee-for-service rate or case rate. Behavioral healthcare providers include psychiatrists,
clinical psychologists, therapists, other licensed healthcare professionals, and hospitals. As of May 31, 2005, we had
approximately 8,000 behavioral healthcare practitioners in our network who are primarily located in the five states
in which the Company has its principal contracts, including Connecticut, Indiana, Florida, Michigan and Texas.
Under such full-risk capitation arrangements, profit is a function of utilization and the amount of claims payments
made to our network providers. We perform periodic reviews of our current client contracts to determine
profitability. In the event a contract is not profitable, we may seek to revise the terms of the contract or to terminate
the agreement in accordance with the specific contract terms. We may also subcontract with a provider company on
a sub-capitated basis. In cases where we have made sub-capitation arrangements, the outside company manages
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service delivery through CompCare’s approved and credentialed network that is guided by stringent quality
standards.

During fiscal 2005, we provided services under capitated arrangements for commercial, Medicare,
Medicaid, and Children’s Health Insurance Program (“CHIP”) patients in Florida and Texas, commercial and
Medicaid patients in Michigan, Medicaid patients in California and Connecticut, and commercial patients in
Arizona, Georgia, Indiana, Kentucky, Minnesota, New York, North Carolina, Ohio, South Carolina, and Wisconsin.
Our Medicaid, Medicare and CHIP contracts are subject to agreements with our HMO clients whose contracts with
the various governmental agencies may be subject to renegotiation at the election of the specific agency.

We currently have contracts with seven health plans to provide behavioral healthcare services under
commercial, Medicaid, and CHIP plans. These contracts represent approximately 78.3% and 52.1% of our
operating revenue for the fiscal years ended May 31, 2005 and May 31, 2004, respectively. The terms of each
contract are generally for one-year periods and are automatically renewable for additional one-year periods unless
terminated by either party. The loss of one or more of these clients, without replacement by new business, would
negatively affect the financial condition of the Company. These clients include one Connecticut client accounting
for 21.6%, or $5.3 million, of our operating revenues during fiscal 2005 and one Texas client accounting for 21.5%,
or $5.2 million, of our operating revenues during fiscal 2005 (see Note 4(2) and 4(3) - “Major
Customers/Contracts” -- to the audited, consolidated financial statements).

GROWTH STRATEGY

Our objective is to expand our presence in both existing and new managed behavioral healthcare markets
by obtaining contracts with health plans, corporations, government agencies, and other payers through CompCare’s
reputation of providing quality managed behavioral healthcare services with the most cost-effective use of
healthcare resources. Our principal means for pursning public sector business is through the submission of
proposals in response to formal, competitive bidding proceedings that are initiated by heaith plans or government
agencies. We are expanding our focus to include Medicare Advantage Plans, which are proliferating subsequent to
the Medicare Modernization Act of 2003. We recently entered into a marketing services agreement with Health
Alliance Network, Inc., an external marketing vendor who sells other health care products to our target commercial
clients in a continuing effort to attract more commercial clients. We recently enhanced our product offering with
pharmacy infometrics, which is designed to manage costs for clients through prescriber profiling and education and
through prospective member profiling that enhances our behavioral case management and disease management
products. We believe that this technology profiling capability enhances our behavioral case management and
disease management products. This technology is made available to our customers through our business
relationship with Comprehensive NeuroScience, Inc., a company that develops new products and services that
support the process of treating neuropsychiatric illness, under a recent letter of agreement. Pharmacy infometrics is
complementary to our current pharmacy management contracts that focus on prior authorization to control costs.
Additionally, during fiscal 2005, we entered into a service agreement with Eye Care International, Inc. (“ECI”), a
vendor who sells eye care programs, products and services. This agreement allows us to sell a quantity of ECI’s eye
care memberships thereby providing us with additional product offerings for our new and existing clients.

COMPETITION

The behavioral healthcare industry is very competitive and provides products and services that are price
sensitive. We believe that there are approximately 150 managed behavioral healthcare organizations (“MBHOs”)
providing services for an estimated 227 million covered lives in the United States. Competitors include both
freestanding MBHOs as well as health maintenance organizations (“HMOs™) with internal behavioral health units or
subsidiaries. Many of these competitors have revenues, financial resources, and membership substantially larger
than ours. We believe that one freestanding MBHO has approximately 25% of the market based on the number of
covered lives. There are also three to four other mid-sized MBHOs and small local or regional companies with
whom CompCare competes.

SEASONALITY OF BUSINESS

Historically and during fiscal 2005, we have experienced consistently low utilization during our first fiscal
quarter, which comprises the months of June, July, and August, and increased utilization during our fourth fiscal
quarter, which comprises the months of March, April and May. Such variations in utilization impact our costs of
care during these months, generally having a positive impact on our gross margins and operating profits during the
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first fiscal quarter and a negative impact on our gross margins and operating profits during the fourth quarter. For
our fiscal quarter ended May 31, 2005, we experienced higher than expected utilization costs as compared to the
fourth quarter in the previous two fiscal years. We have attempted to address these high fourth quarter utilization
costs through rate increases with certain of our clients. We cannot assure you, however, that we will not continue to
experience increased utilization costs in our fourth fiscal quarters compared to other quarters.

(GOVERNMENT REGULATION

CompCare is subject to extensive and evolving state and federal regulations relating to the nation’s mental
health system as well as changes in Medicaid and Medicare reimbursement that could have an effect on our
profitability. These regulations range from licensure and compliance with regulations related to insurance companies
and other risk-assuming entities, to licensure and compliance with regulations related to healthcare providers. These
laws and regulations may vary considerably among states. As a result, CompCare may be subject to the specific
regulatory approach adopted by each state for regulation of managed care companies and for providers of behavioral
healthcare treatment services. The Company holds licenses or certificates to perform utilization review and third
party administrator (“TPA”) services in certain states. Certain of the services provided by our managed behavioral
healthcare subsidiaries may be subject to such licensing requirements in other states. There can be no assurance that
additional utilization review or TPA licenses will not be required or, if required, that CompCare will qualify to
obtain such licenses. In many states, entities that assume risk under contract with licensed insurance companies or
health plans that retain ultimate financial responsibility have not been considered by state regulators to be
conducting an insurance or HMO business. As a result, we have not sought licensure as either an insurer or HMO in
certain states. If the regulatory positions of these states were to change, our business could be materially affected
until such time as CompCare meets the regulatory requirements. Currently, we cannot quantify the potential effects
of additional regulation of the managed care industry, but such costs will have an adverse effect on future operations
to the extent that they are not able to be recouped in future managed care contracts.

As of May 31, 2005, we managed approximately 684,000 lives in connection with behavioral and
substance abuse services covered through Medicaid and/or CHIPs in California, Connecticut, Florida, Michigan and
Texas. Any changes in Medicaid funding would ultimately affect our reimbursement and overall profitability.

The Company is subject to the requirements of the Health Insurance Portability and Accountability Act of
1996 (“HIPAA™). One of the purposes of HIPAA is to improve the efficiency and effectiveness of the healthcare
system through standardization of the electronic data interchange of certain administrative and financial transactions
and, also, to protect the security and privacy of protected health information. Entities subject to HIPAA include
some healthcare providers and all healthcare plans. To enhance the Company’s ability to meet the specific
requirements of HIPAA in the future, the Company determined it needed to make a significant investment in its
current information system or in a new information system (see “Management Information Systems” below).

ACCREDITATION

To develop standards that effectively evaluate the structure and function of medical and quality
management systems in managed care organizations, the National Committee on Quality Assurance (“NCQA”) has
developed an extensive review and development process in conjunction with the managed care industry, healthcare
purchasers, state regulators, and consumers. The Standards for Accreditation of MBHOs used by NCQA reviewers
to evaluate an MBHO address the following areas: quality improvement; utilization management; credentialing;
members’ rights and responsibilities; and preventative care. These standards validate that an MBHO is founded on
principles of quality and is continuously improving the clinical care and services it provides. NCQA utilizes Health
Plan Employer Data and Information Set (“HEDIS”), which is a core set of performance measurements developed to
respond to complex but clearly defined employer needs as standards for patient care and customer satisfaction.
CompCare’s Southeast Region operation was awarded a one-year NCQA accreditation in July 1999 and Full
Accreditation in December 2001. Effective July 22, 2002, CompCare was again awarded Full Accreditation to July
22, 2005 covering membership in Connecticut, Florida, Georgia, Indiana and Michigan. On May 6, 2005, we were
awarded Full Accreditation with an expiration date of July 22, 2008. This most recent Full Accreditation covers all
CompCare Commercial, Medicare and Medicaid membership in California, Connecticut, Florida, Georgia, Indiana,
Michigan, and Texas. Full Accreditation is granted for a period of three years to those plans that have excellent
programs for continuous quality improvement and that meet NCQA's rigorous standards.

We believe our NCQA accreditation is beneficial to our clients and their members we serve. Additionally,
NCQA accreditation may be an important consideration to our prospective clients.
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MANAGEMENT INFORMATION SYSTEMS

We are implementing a new managed care information system designed to streamline our clinical and
claims operations and offer significant service improvements to our providers as well as enhance our ability to
continue to comply with HIPAA. The new software will feature state of the art decision aids to enhance the patient
treatment process beginning with member assessment and initial authorization and continuing through claims
payment and encounter evaluation. We believe this system will readily support continued growth and meet our
future business needs. The cost of the system, which is expected to be implemented during 2006, will be
approximately $370,000, of which $200,000 has been paid to our vendor. Once the new information system is fully
implemented, certain provider partners will have limited access to our network resources, and remote user access
will improve as well.

During fiscal 2005, we transitioned our wide area network, connecting all CompCare locations together, to
virtual private network (“VPN”) technology. The VPN has significantly improved the speed and security of
connections between our regional offices while reducing our data telecommunications costs. In addition, the VPN
permits secure, high-speed connectivity for our off-site employees.

MARKETING AND SALES

Our business development staff is responsible for generating new sales leads and for preparing proposals
and responses to commercial and public sector Requests for Proposals. The Company’s Chief Development Officer
manages marketing initiatives in public sector markets. CompCare has also contracted with Health Alliance
Network, Inc. to sell products in commercial markets and has hired two part-time experienced health care executives
to assist in the marketing plan for commercial markets. In addition, our regional administrative operations personnel
strengthen the Company’s marketing efforts by providing a local presence. Sales expectations are integrated into
performance requirements for executive staff and for contracted sales personnel.

ADMINISTRATION AND EMPLOYEES

Our executive and administrative offices are located in Tampa, Florida, where we maintain operations,
business development, accounting, reporting and information systems, and provider and member service functions.
Provider management, account management, and certain clinical and utilization management functions are
performed in Connecticut, Michigan, and Texas. We currently employ approximately 70 full-time and 15 part-time
employees.

CORPORATE GOVERNANCE

Corporate governance is typically defined as the system that allocates duties and authority among a
company's stockholders, board of directors and management. The stockholders elect the board and vote on
extraordinary matters; the board is the company's governing body, responsible for hiring, overseeing and evaluating
management, particularly the CEO; and management runs the company's day-to-day operations. Our certificate of
incorporation provides for a staggered board separated into three classes. Our Board of Directors consists of seven
directors, five of whom are independent directors. The primary responsibilities of the Board of Directors are
oversight, counseling and direction to the Company's management in the long-term interests of the Company and its
stockholders. The Board's detailed responsibilities include: (a) selecting, regularly evaluating the performance of,
and approving the compensation of the CEO and other senior executives; (b) reviewing and, where appropriate,
approving the Company's major financial objectives, strategic and operating plans and actions; (c) overseeing the
conduct of the Company's business to evaluate whether the business is being properly managed; and (d) overseeing
the processes for maintaining the Company's integrity with regard to its consolidated financial statements and other
public disclosures and compliance with law and ethics. The Board of Directors has delegated to the CEO, working
with the Company's other executive officers, the authority and responsibility for managing the Company's business
in a manner consistent with the Company's standards and practices, and in accordance with any specific plans,
instructions or directions of the Board. The CEO and management are responsible for seeking the advice and, in
appropriate situations, the approval of the Board with respect to extraordinary actions to be undertaken by the
Company.
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AVAILABLE INFORMATION

The Company’s stockholder website is www.compcare-shareholders.com. The Company makes available
free of charge, through a link to the Securities and Exchange Commission’s (“SEC”) website, our annual, quarterly,
and current reports, and any amendments to these reports, as well as any beneficial ownership reports of officers and
directors filed electronically on Forms 3, 4, and 5. Information contained on our website or linked through our
website is not part of this report on Form 10-K.

CODE OF ETHICS

We have adopted a code of ethics applicable to all of our employees, including our principal executive
officer, principal financial officer, principal accounting officer and persons performing similar functions. The text
of this code of ethics can be found on our website at www.compcare-shareholders.com. We intend to post
notice of any waiver form, or amendment to, any provision of our code of ethics on our website.

ITEM 2. PROPERTIES

We do not own any real property. The following table sets forth certain information regarding our leased
properties as of May 31, 2005. All leases are full service leases under which CompCare bears only those costs of
operations and property taxes exceeding the base-year expenses.

Monthly Base
Lease Rent
Name and Location Expires (in Dollars)
Corporate Headquarters, Regional, Administrative, and Other Offices
Tampa, Florida, Corporate Headquarters, and Southeastern Regional offices 2006 $ 24215
Grand Prairie, TeXas........ccvceeriiiiriiereeriieieiieieeecreeeie s esneestasreeseeens 2006 6,474
Bloomfield Hills, Michigan...........ccoveeerevnnvrnneeiee e, 2006 4,156

ITEM 3. LEGAL PROCEEDINGS

From time to time, the Company and its subsidiaries may be parties to, and their property is subject to,
ordinary, routine litigation incidental to their business. Claims may exceed insurance policy limits and the Company
or any one of its subsidiaries may have exposure to a liability that is not covered by insurance. Management is not
aware of any such lawsuits that could have a material adverse impact on the Company’s consolidated financial
statements.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

On March 11, 2005, the Company held its 2004 Annual Meeting of Stockholders. The meeting was held to
elect one (1) Class I1I Director to the Company's Board of Directors and to obtain stockholder approval to amend the
Company’s 2002 Incentive Plan.

Stockholders of the Company's common stock, $.01 par value, of record as of January 21, 2005 (the
"Record Date") were entitled to notice of the Annual Meeting and to vote at such meeting. As of the Record Date,
there were 4,798,547 shares of common stock entitled to vote at the meeting. Stockholders holding 4,426,635 shares
of common stock, representing a majority of the common stock and representing a quorum (approximately 92.2% of
the total shares entitled to vote), were represented at the meeting either in person or by proxy.

RESULTS OF ELECTION OF DIRECTORS

Stockholders were asked to elect one (1) Class III Director to the Company's Board of Directors. Set forth
below is the name of the person nominated for and elected to serve on the Company's Board of Directors for a term
of three (3) years until the year 2007 Annual Meeting of Stockholders or until his successor is duly elected and

qualified, as well as the results of the voting for the nominee.

Name Votes For Votes Withheld

Robert J. Landis 4,342,786 83,849
7
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At March 11, 2005, following the election of Mr. Robert J. Landis, the Board of Directors of the Company
was composed of the following four (4) directors: Ms. Mary Jane Johnson, the sole Class I Director whose term
expires at the 2006 Annual Meeting of Stockholders, Mr. Howard A. Savin and Mr. Eugene L. Froelich, each a
Class II Director whose term expires at the 2005 Annual Meeting of Stockholders, and Mr. Robert J. Landis, the sole
Class III Director whose term expires at the 2007 Annual Meeting of Stockholders.

RESULTS OF AMENDMENT OF THE COMPREHENSIVE CARE CORPORATION 2002 INCENTIVE PLAN

Stockholders approved an amendment to the Comprehensive Care Corporation 2002 Incentive Plan (“2002
Plan”), which increased the shares of common stock authorized for issuance under the 2002 Plan by 500,000. The
2002 Plan is for use in connection with the issuance of stock, options and other stock purchase rights to executive
officers, key employees, and other persons who render significant services to the Company and its subsidiaries. The
Company’s stockholders voted as follows with respect to the proposal to amend the 2002 Plan:

NUMBER OF SHARES
For Against Abstain Broker Non-Votes
1,837,527 417,589 15,126 2,156,393

The holder of our Series A Shares elected five new directors pursuant to the terms of the Certificate of
Designation for such stock as required by the Securities Purchase Agreement. Four of these directors were
appointed on June 20, 2005 and one was appointed effective July 11, 2005. The transactions consummated pursuant
to the Securities Purchase Agreement were described in our current report on Form 8-K filed with the SEC on June
20, 2005, which is incorporated by reference herein.

PART II

ITEM 5. MARKET FOR COMPANY’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS
AND ISSUER PURCHASES OF EQUITY SECURITIES

(a) Market Information - Our common stock is traded on the Over-The-Counter Bulletin Board
(“OTC-BB”) under the symbol CHCR. The following table sets forth the range of high and low
bid quotations for the common stock, as reported by the OTC-BB, for the fiscal quarters
indicated. The market quotations reflect interdealer prices without retail mark-up, markdown
or commissions and may not represent actual transactions.

Price
FISCAL YEAR HIGH Low
2005 FIRST QUARTER $1.60 1.20
SECOND QUARTER 1.60 1.10
THIRD QUARTER 1.50 1.05
FOURTH QUARTER 2.00 1.45
2004 FIRST QUARTER 3.00 2.15
SECOND QUARTER 2.40 1.46
THIRD QUARTER 2.02 1.35
FOURTH QUARTER 1.80 1.15
(b) Holders - As of August 12, 2005, the Company had 1,400 holders of record of our common
stock.
(©) Dividends - The Company did not pay any cash dividends on its common stock during any

quarter of fiscal 2005, 2004, or 2003 and does not contemplate the initiation of payment of any
cash dividends in the foreseeable future. The holders of record of our Series A Shares are
entitled to receive dividends in preference to holders of our common stock and any of our
equity securities ranking junior to our Series A Shares, when and if declared by our Board. If
declared, holders of our Series A Shares will receive dividends in an amount equal to the
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amount that would have been payable had the Series A Shares been converted into shares of our
common stock immediately prior to the declaration of such dividend. No dividends shall be
authorized, declared, paid or set apart for payment on any class or series of the Company’s
stock ranking, as to dividends, on a parity with or junior to the Series A Shares for any period
unless full cumulative dividends have been, or contemporaneously are, authorized, declared,
paid or set apart in trust for such payment on the Series A Shares, In addition, as long as a
majority of the 14,400 shares of our Series A Shares are outstanding, we cannot declare or pay
any dividend or other distribution with respect to any equity securities without the affirmative
vote of holders of at least 50% of the outstanding shares of Series A Shares. (see ITEM 7.
“MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS™).

{d) The equity compensation plan information contained in Item 12 of Part 111 of this Annual
Report is incorporated herein by reference.

UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

On March 23, 2005, the Company issued an aggregate of 3,000 shares of its common stock in exchange for
marketing services provided to the Company by one vendor who received shares of the Company’s common stock
in lieu of an aggregate of $6,000 of cash compensation. The foregoing sales of securities were made in reliance
upon the exemptions from the registration provisions of the Securities Act of 1933, as amended, provided for by
Section 4(2) thereof for transactions not involving a public offering.

On February 28, 2005, the Company completed the sale of 725,000 shares of its common stock, $.01 par
value, for $761,250, which the Company reported in a Current Report on Form 8-K filed with the Securities and
Exchange Commission on March 1, 2005. On March 24, 2005, the Company sold an additional 50,000 shares for
$52,500. Aggregate net proceeds to the Company from these sales were approximately $776,000. The Company has
used a portion of such net proceeds and intends to use the remaining net proceeds for product and sales expansion
and working capital purposes. The shares in these offerings were sold to accredited investors in a private transaction
not involving a public offering. The Company relied on Section 4(2) of the Securities Act of 1933, as amended (the
"Act") and Rule 506 of Regulation D promulgated thereunder for an exemption from the registration requirements
of the Act.

ITEM 6. SELECTED FINANCIAL DATA

Prior to fiscal 1993, CompCare principally engaged in the ownership, operation, and management of
psychiatric and substance abuse programs in Company owned, leased, or unaffiliated hospitals. During fiscal 1999,
we completed our plan to dispose of our hospital business segment. Fiscal 2004 results include a $387,000 charge
related to such discontinued operations (see Note 9 — “Discontinued Operations” to the audited, consolidated
financial statements).

Fiscal 2003 results include a $7.7 million, non-operating gain related to the IRS settlement (see Note 12 -
“Income Taxes” to the audited, consolidated financial statements). Additionally, fiscal 2003 results included a
$470,000 gain included in discontinued operations, related to the settlement of one matter, covering our fiscal years
1983 through 1986, involving Medi-Cal reimbursements paid to Brea Neuropsychiatric Hospital, a facility owned by
the Company until its disposal in fiscal year 1991.



COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES

The selected consolidated financial data that follows should be read in conjunction with the consolidated financial statements

and accompanying notes appearing elsewhere in this report.

CONSOLIDATED STATEMENTS OF OPERATIONS DATA:

Operating FeVENUES ........ccocvvvimiiiiieirer e
Costs and expenses:
Healthcare operating eXpenses .......c..c.cocvieneciccnninnnins
General and administrative EXpenses .......c.o.ovecvnenieiennnenee
Provision for (recovery of) doubtful accounts...........cccoceeee.
Depreciation and amortization ...........coeceveveieennvennenssenineneeens
Restructuring eXpenses. ...

Operating income (loss) from continuing operations before
items Shown below ...
Other income (expenses):
Net gain on IRS settlement ..........cceovvevenreeniieicnineneneienirencne
Loss in connection with prepayment of note receivable ..........
Loss on impairment 6f INVESIMENT .........cocovreeerinrrerrecrerernnsecans
Gain on sale of ASSEIS ....ooceviiiiiniinni
Loss on sale 0f 85S€15 vovevvrrvicivrcnciiii
Other non operating iNCOME.........ccceerimeiimieiiinincen
INtErest MMCOME ....cvcvereiiirrerenrece et s
Interest EXPense.....oocvvievviininiinnne i e
(Loss) income from continuing operations before income taxes
INCOMmeE taX EXPENSE ...oovvvrreivirenreriiee e et
(Loss) income from continuing operations...............ccccovevene.
(Loss) income from discontinued operations
(Loss) income before cumulative effect of change in accounting
PINCIPIC. ..ottt
Cumulative effect of change in accounting principle .............
Net (loss) income attributable to common stockholders ........
(Loss) income per common share ~ basic:
(Loss) income from continuing Operations...........cceceenireerernnncas
(Loss) income from discontinued operations .............ccevceinennne
Cumulative effect of change in accounting principle...................
Net (10SS) INCOIMIE «..coeverrieeeciveireite e cereeeeceervearee st eeeetee e s srnaaeans
(Loss) income per common share - diluted:
(Loss) income from continuing operations............ccccoeecviverercnnns
(Loss) income from discontinued operations ............cccocevrvevencens
Cumulative effect of change in accounting principle...................
NEt (JOSS) INCOME .....ovivvireericieiectierecreeverees e saeereseneresaeenes

BALANCE SHEET DATA:

Working capital deficif.......c.coovveeriiiniciene e
TOtAl ASSELS ..cvveveieiirereieie s
Total long-term debt and capital lease obligations..........ccceeines
Stockholders” deficit .......cvevrvcvrevrrciiie s

Year Ended May 31,
2005 2004 2003 2002 2001
(Amounts in thousands, except per share data)

$ 24,473 $ 27,583  § 32,104 8§ 27,625 8 18,192
21,298 24,178 29,201 24,625 15,326
3,078 3,385 3,459 3,544 3,842
@) @O 20 (112) (439)

96 107 195 342 656

- - - - (30)
24,468 27,663 32,875 28,399 19,355
5 (80) (771) (774) (1,163)

- - 7,717 - -

- 20) - - (496)
(118) - - ’ - -

- - 4 - -

- - (5) - -

88 1 34 40 332

15 26 47 88 163
206) @15)  (sy (178)  _(208)
(216) (288) 6,845 (824) (1,372)
52 102 _20 3
(268) (390) 6,825 (825) (1,407)

- 387) 633 - 2%
(268) amn 7,458 (825) (1,117)

- - - 55 -

§ 268) $ (710 $ 748 s (710 $ (LD
$ (0.05) § (0.09) $ 1.7 8 (021) § (037)
-- (0.09) 0.16 -- 0.08

- - = 0.01 =

5 @05 s @i $ IS1 5 (020 3 (@29
$ (005 $ (009 3 157 § (021) $ (037)
- (0.09) 0.15 -- 0.08

- - = 0.01 =

5 @0 $ @ 5§ L1z 5 Q20 5 @)
$ (3,589) $ (4098) 3 (4,447) $ (12,275) $ (11,77
6,448 6,225 6,379 11,399 9,754
2,375 2,364 2,298 2,264 2,244
$ @4.117)  §(4725) $ (4990) $§ (12,519) $ (11,77
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

This Annual Report on Form 10-K includes forward-looking statements, the realization of which may be
impacted by certain important factors discussed below under “Risk Factors -- Important Factors Related to Forward-
Looking Statements and Associated Risks.”

OVERVIEW

Comprehensive Care Corporation is a Delaware corporation organized in 1969. The Company, primarily
through its wholly owned subsidiary, Comprehensive Behavioral Care, Inc., provides managed care services in the
behavioral health and psychiatric fields, which is its only operating segment. The Company manages the delivery of
a continuum of psychiatric and substance abuse services to commercial, Medicare, and Medicaid members on behalf
of employers, health plans, government organizations, third-party claims administrators, and commercial and other
group purchasers of behavioral healthcare services. The managed care operations include administrative service
agreements, fee-for-service agreements, and capitation contracts. The customer base for its services includes both
private and governmental entities. The Company’s services are provided primarily by unrelated vendors on a
subcontract or subcapitated basis.

We currently depend, and expect to continue to depend in the near future, upon a relatively small number
of customers for a significant percentage of our operating revenues. A significant reduction in sales to any of our
large customers or a customer exerting significant pricing and margin pressures on us would have a material adverse
effect on our results of operations. In the past, some of our customers have terminated their arrangements with us or
have significantly reduced the amount of services requested from us. There can be no assurance that present or
future customers will not terminate their arrangements with us or significantly reduce the amount of services
requested from us. Any such termination of a relationship or reduction in use of our services could have a material
adverse effect on our results of operations or financial condition (see “Factors Affecting Future Results” and Note 4
— “Major Contracts/Customers” to the audited, consolidated financial statements).

For the fiscal year ended May 31, 2005, the Company reported a loss from continuing operations and net
loss of $268,000, or $0.05 loss per share (basic and diluted). During the comparable period of the prior fiscal year,
the Company reported a loss from continuing operations of $390,000, or $0.09 loss per share (basic and diluted),
and a net loss of $777,000, or $0.18 loss per share (basic and diluted).

Effective June 14, 2005, the Company completed a sale of 14,400 shares of its Series A Shares to one
investor for approximately $3.4 million in net cash proceeds to the Company (see Note 17(1) — “Subsequent Events”
to the audited, consolidated financial statements). Additionally, on March 24, 2005, the Company completed the sale
of 50,000 shares of its common stock, $.01 par value (the "Shares"), for $52,500 in net cash proceeds, to conclude
the Company’s private placement, which generated approximately $776,000 in aggregate net proceeds during
February and March 2005.

The following table sets forth our operating income (loss) for the fiscal years ended May 31, 2005 and

2004:
CONSOLIDATED CONSOLIDATED
OPERATIONS OPERATIONS
FI1SCAL 2005 FISCAL 2004
Operating revenues ........cocvcveerverrerercennns $ 24,473 $ 27,583
Healthcare operating expenses................. 21,298 24,178
General and administrative expenses....... 3,078 3,385
Other operating eXpenses............cucecevveene. . 92 100
24,468 27,663
Operating income (10S8) ....cccvevrvreerincne. $ 5 A 80)

RESULTS OF OPERATIONS —YEAR ENDED MAY 31, 2005 AS COMPARED TO THE YEAR ENDED MAY 31, 2004.

The Company reported operating income of $5,000 and a net loss of $268,000, or $0.05 loss per share
(basic and diluted) for the fiscal year ended May 31, 2005, compared to an operating loss of $80,000 and a net loss
11
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of $777,000, or $0.18 loss per share (basic and diluted), for the fiscal year ended May 31, 2004. Operating revenues
decreased by 11.3%, or approximately $3.1 million, to $24.5 million for the fiscal year ended May 31, 2005
compared to $27.6 million for the fiscal year ended May 31, 2004. This decrease is primarily attributable to the loss
of one major customer in Florida that accounted for $4.4 million of revenue during the fiscal year ended May 31,
2004, offset partially by increased revenues primarily in Connecticut and Texas.

Healthcare operating expenses decreased by approximately $2.9 million, or 11.9%, for the fiscal year ended
May 31, 2005 as compared to the fiscal year ended May 31, 2004. This decrease is primarily attributable to revenue
reductions, along with clinical program improvements resulting in reduced costs of care, and secondarily to lower
personnel costs resulting from restructuring our regional and corporate operations.  Healthcare operating expense
as a percentage of operating revenue decreased by 0.7%, from 87.7% for the fiscal year ended May 31, 2004 to
87.0% for the fiscal year ended May 31, 2005. This decrease is primarily due to the loss of one major contract in
Florida that consistently returned a high medical loss ratio.

General and administrative expenses decreased by $307,000, or 9.1%, for the fiscal year ended May 31,
2005 as compared to the fiscal year ended May 31, 2004. This decrease is primarily attributable to a decrease in
salaries and benefits resulting from the Company’s restructuring of regional and corporate operations and less usage
of outside professional services. General and administrative expense as a percentage of operating revenue increased
slightly from 12.3% for the fiscal year ended May 31, 2004 to 12.6% for the fiscal year ended May 31, 2005.

RESULTS OF OPERATIONS — YEAR ENDED MAY 31, 2004 AS COMPARED TO THE YEAR ENDED MAY 31, 2003.

We reported a net loss of $777,000 and an operating loss of $80,000 for the fiscal year ended May 31, 2004
compared to net income of $7.5 million and an operating loss of $771,000 for the fiscal year ended May 31, 2003.
Results for the fiscal year ended May 31, 2003 include a $7.7 million non-operating gain in connection with the IRS
settlement (see Note 12 — “Income Taxes” to the audited, consolidated financial statements) and a $470,000 gain
included in discontinued operations, related to the settlement of one matter involving Medi-Cal reimbursements paid
to Brea Neuropsychiatric Hospital, a facility owned by the Company until its disposal in fiscal year 1991, covering
fiscal periods from 1983 through 1986. For the fiscal year ended May 31, 2003, excluding the $8.2 million, one-
time gains from net income would have resulted in a $729,000 net loss ($0.19 loss per basic and diluted share).
Additionally, fiscal year 2003 results from discontinued operations include $88,000 of revenue related to a favorable
settlement of one hospital cost report and the elimination of a $75,000 reserve for another cost report, both
pertaining to our hospital business segment that was discontinued in our fiscal year ended May 31, 1999. Operating
revenues decreased by 14.1%, or $4.5 million, to approximately $27.6 million for the fiscal year ended May 31,
2004 compared to $32.1 million for the fiscal year ended May 31, 2003. Reduced revenues from Texas CHIP
contracts and the effect of terminated contracts in Florida resulted in lower revenues, but were partially offset by
increased business in Connecticut and Texas, and new business in Michigan.

Healthcare operating expenses decreased by approximately $5.0 mitlion, or 17.2%, for the fiscal year ended
May 31, 2004 as compared to the fiscal year ended May 31, 2003. This decrease is directly attributable to the loss of
revenue as described above. Healthcare operating expense as a percentage of operating revenue decreased by 3.3%,
from 91.0% for the fiscal year ended May 31, 2003 to 87.7% for the fiscal year ended May 31, 2004. This decrease
is primarily due to the termination in January 2003 of one major contract that consistently returned a high medical
loss ratio.

General and administrative expenses, which inciuded $122,000 of legal and consulting services incurred in
connection with one unsuccessful bid in Tennessee, decreased by $74,000, or 2.1%, for the fiscal year ended May
31, 2004 as compared to the fiscal year ended May 31, 2003. General and administrative expense as a percentage of
operating revenue increased from 10.8% for the fiscal year ended May 31, 2003 to 12.3% for the fiscal year ended
May 31, 2004 due to the previously described decrease in operating revenue.

Other operating expenses decreased by $1135,000 for the fiscal year ended May 31, 2004 compared to the
fiscal year ended May 31, 2003. This decrease is attributable to a reduction in depreciation expense as a result of
specific assets being fully depreciated, and a decrease in bad debt expense.

SEASONALITY OF BUSINESS

Historically and during our fiscal year ended May 31, 2005, we have experienced consistently low
utilization during our first fiscal quarter, which comprises the months of June, July, and August, and increased
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utilization during our fourth fiscal quarter, which comprises the months of March, April and May. Such variations
in utilization impact our costs of care during these months, generally having a positive impact on our gross margins
and operating profits during the first fiscal quarter and a negative impact on our gross margins and operating profits
douring the fourth quarter. For our fiscal quarter ended May 31, 2005, we experienced higher than expected
utilization costs as compared to the fourth quarter in the previous two fiscal years. We have attempted to address
these high fourth quarter utilization costs through rate increases with certain of our clients. We cannot assure you,
however, that we will not continue to experience increased utilization costs in our fourth fiscal quarters compared to
other quarters.

LIQUIDITY AND CAPITAL RESOURCES

During the fiscal year ended May 31, 2005, net cash used in continuing and discontinued operations
amounted to $105,000 and $151,000, respectively. In addition, $46,000 was used to acquire property and equipment
and $788,000 was provided by financing activities, primarily from the issuance of common stock in a private
placement transaction, which generated approximately $776,000 in aggregate net proceeds during February and
March 2005.

During the fiscal year ended May 31, 2005, we had an operating profit of $5,000 and a net loss of
$268,000. As of May 31, 2005, the Company had a working capital deficiency of $3.6 million and a stockholders’
deficit of $4.1 million. On June 14, 2005, the Company completed the sale of 14,400 shares of its Series A Shares,
$£50.00 par value, to one investor for approximately $3.4 million in net cash proceeds to the Company (see Note
17(1) — “Subsequent Events” to the audited, consolidated financial statements). Additionally, on March 24, 2005,
the Company completed the sale of 50,000 shares of its common stock, $.01 par value (the "Shares"), for $52,500 in
net cash proceeds, to conclude the Company’s private placement, which generated approximately $776,000 in
aggregate net proceeds during February and March 2005. As a result, we believe we have sufficient working capital
to sustain current operations and meet our current obligations during our 2006 fiscal year without the need to raise
additional equity or debt financing. In addition, we believe we have sufficient working capital to meet our capital
needs during fiscal 2006, which will include additional installments toward the $170,000 that remains to be paid in
connection with our new information system. Working capital needs in our 2007 fiscal year and thereafter are
expected to be met by cash generated from continuing operations.

Our unpaid claims liability is estimated using an actuarial paid completion factor methodology and other
statistical analyses. These estimates are subject to the effects of trends in utilization and other factors. Any
significant increase in member utilization that falls outside of our estimations would increase healthcare operating
expenses and may impact our ability to achieve and sustain profitability and positive cash flow. Although
considerable variability is inherent in such estimates, we believe that our unpaid claims liability is adequate.
However, actual results could differ from the $3.7 million claims payable amount reported as of May 31, 2005.

In October 2004, we submitted a bid to the State of Connecticut in response to its request for proposal for
administrative services only (“ASO”) in connection with a contract that was expected to begin by October 1, 2005.
On January 7, 2005, the Company was informed that another bidder was selected to negotiate this ASO contract. If
the State of Connecticut is successful in their negotiations with the selected bidder and the State of Connecticut
continues with the implementation of its ASO plans, the Company’s existing contract may be terminated sometime
during the Company’s third quarter of fiscal 2006, which begins December 1, 2005. This contract represented
approximately 21.6%, or $5.3 million, of our operating revenue for the fiscal year ended May 31, 2005 (see Note
4(2) — “Major Customers/Contracts” -- to the audited, consolidated financial statements).
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The following is a schedule at May 31, 2005 of our long-term contractual commitments, future minimum
lease payments under non-cancelable operating lease arrangements and other long-term obligations:

COMMITMENTS AND CONTRACTUAL OBLIGATIONS Payments Due by Period
Less
Than 1 4-5 After 5
Total Year 1-3 Years Years Years
(Amounts in thousands)

Long-term Debt Obligations (a)........ccccevvreereennrecnnen. $2,244 -- -- -- 2,244
Capital Lease Obligations and related interest.......... 128 63 65 -- -~
Operating Lease Obligations............ccocvvicncenncne. 548 481 67 - --
Purchase Obligations ............cccoccoeciiiin, 170 170 - - -
TOtAL oottt s e s $3,090 714 132 - 2,244

(a) Excludes 7 2% in interest payable semi-annually in April and October (see Note 11 — “Long-term Debt” to the audited, consolidated
financial statements).

CRITICAL ACCOUNTING ESTIMATES

Our discussion and analysis of our financial condition and results of operations is based upon the
Company’s consolidated financial statements, which have been prepared in accordance with accounting principles
generally accepted in the United States of America. The preparation of these consolidated financial statements
requires us to make significant estimates and judgments to develop the amounts reflected and disclosed in the
consolidated financial statements, most notably our estimate for claims incurred but not yet reported (“IBNR”). On
an on-going basis, we evaluate the appropriateness of our estimates and we maintain a thorough process to review
the application of our accounting policies. We base our estimates on historical experience and on various other
assumptions that we believe to be reasonable under the circumstances. Actual results may differ from these
estimates under different assumptions or conditions.

We believe our accounting policies specific to our accrued claims payable (IBNR), revenue recognition,
marketable securities, and goodwill involve our most significant judgments and estimates that are material to our
consolidated financial statements (see Note 2 — “Summary of Significant Accounting Policies” to the audited,
consolidated financial statements).

RECENT ACCOUNTING PRONOUNCEMENTS

On December 16, 2004, the FASB issued Statement No. 123R, “Share-Based Payment,” which requires
companies to record compensation expense for stock options issued to employees at an amount determined by the
fair value of the options. SFAS No. 123R was initially effective for the Company in its second quarter of fiscal
2006. However, due to an SEC extension of the compliance date in April 2005, SFAS No. 123R will now be
effective for the Company beginning June 1, 2006. As such, effective with the Company’s first fiscal quarter of
fiscal 2007, SFAS No. 123R will eliminate our ability to account for stock options using the method permitted under
APB 25 and instead require us to recognize compensation expense should the Company issue stock options to its
employees or non-employee directors. The Company is in the process of evaluating the impact adoption of SFAS
No. 123R will have on the consolidated financial statements.

CAUTIONARY STATEMENT FOR THE PURPOSES OF THE “SAFE HARBOR” PROVISIONS OF THE
PRIVATE SECURITIES LITIGATION REFORM ACT OF 1995: Certain information included in this Annual
Report on Form 10-K and in other Company reports, SEC filings, statements, and presentations is forward looking
within the meaning of the Private Securities Litigation Reform Act of 1993, including, but not limited to, statements
concerning the Company’s anticipated operating results, financial resources, increases in revenues, increased
profitability, interest expense, growth and expansion, and the ability to obtain new behavioral healthcare contracts.
Such forward-looking information involves important risks and uncertainties that could significantly affect actual
results and cause them to differ materially from expectations expressed herein and in other Company reports, SEC
filings, statements, and presentations. These risks and uncertainties include local, regional, and national economic
and political conditions, the effect of governmental regulation, the competitive environment in which the Company
operates, and other risks detailed from time to time in the Company’s SEC reports.
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RISK FACTORS

IMPORTANT FACTORS RELATED TO FORWARD-LOOKING STATEMENTS AND ASSOCIATED RISKS

This Annual Report on Form 10-K contains certain forward-looking statements that are based on our current
expectations and plans. Although we believe our expectations and plans are reasonable and made in good faith, we
can provide no assurance that they will be achieved. Our forward-looking statements are not guarantees of future
performance and would be significantly affected by the material risk factors set forth below.

We may not be able to accurately predict utilization of our full-risk contracts resulting in contracts priced at
levels insufficient to ensure profitability.

Managed care operations are at risk for costs incurred to supply agreed upon levels of service. Failure to anticipate
or control costs could have material, adverse effects on the Company. Providing services on a full-risk capitation
basis exposes CompCare to the additional risk that contracts negotiated and entered into may ultimately be
unprofitable if utilization levels require us to provide services at capitation rates which do not account for or factor
in such utilization levels.

Our existing and potential managed care clients operate in a highly competitive environment and may be
subject to a higher rate of merger, acquisition and regulation than in other industries.

We typically contract with small to medium sized HMO’s which may be adversely affected by the continuing efforts
of governmental and third party payers to contain or reduce the costs of healthcare through various means. Our
clients may also determine to manage the behavioral healthcare benefits “in house™ and, as a result, discontinue
contracting with the Company. Additionally, our clients may be acquired by larger HMO’s, in which case there can
be no assurance that the acquiring company would renew our contract.

Many managed care companies, including nine of our existing clients, provide services to groups covered by
Medicaid and/or CHIP programs. Recent state budgetary cutbacks to such programs have reduced
reimbursement rates and could ultimately affect companies such as CompCare.

As of May 31, 2005, we managed approximately 683,000 lives in connection with behavioral and substance abuse
services covered through CHIP and Medicaid programs in Texas and Medicaid in Connecticut, Florida, and
Michigan. Any changes in CHIP or Medicaid reimbursement could ultimately affect the Company through contract
bidding and cost structures with the health plans first impacted by such changes. Benefits available to Texas CHIP
recipients were significantly reduced for the five-month period September 1, 2003 to January 31, 2004 as a result of
legislative bills passed by the Texas State legislature. Although subsequent legislation restored the majority of
benefits available to CHIP recipients effective February 1, 2004, the temporary reduction in revenues had a negative
impact on the Company’s results of operations for the fiscal year ended May 31, 2004. Such changes, if
implemented in the future, could have a material, adverse impact on our operations. Additionally, we cannot predict
which states in which we operate may pass legislation that would reduce our revenue through changes in the
reimbursement rates or in the number of eligible participants. In either case, we may be unable to reduce our costs
to a level that would allow us to maintain current gross margins specific to our Medicaid and CHIP programs.

Because providers are responsible for claims submission, the timing of which is uncertain, we must estimate
the amount of claims incurred but not reported.

Our costs of care include estimated amounts for IBNR. The IBNR is estimated using an actuarial paid completion
factor methodology and other statistical analyses that we continually review and adjust, if necessary, to reflect any
change in the estimated liability. These estimates are subject to the effects of trends in utilization and other factors.
Although considerable variability is inherent in such estimates, we believe that our unpaid claims liability is
adequate. However, actual results may differ materially from the estimated amounts reported.

A failure of our information systems would significantly impair our ability to serve our customers and
manage our business.

An effective and secure information system, available at all times, is vital to our health plans and their members.
We depend on our computer systems for significant service and management functions, such as providing
membership verification, monitoring utilization, processing provider claims, and providing regulatory data and other
client and managerial reports. Any loss of availability of our current information system, or implementation failure
related to our new information system currently being developed, would cause a disruption in operations and impact
our performance. There can be no assurance that implementation will be successful or that it will be completed
within the expected timeframe.
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We are subject to intense competition that may prevent us from gaining new customers or pricing our
contracts at levels to achieve sufficient gross margins to ensure profitability.

The Company is continually and aggressively pursuing new business. However, the smaller size and financial
condition of our company has proved a deterrent to some prospective customers. Additionally, we will likely have
difficulty in matching the financial resources expended on marketing characteristic of our competitors. As a result,
we may not be able to realize our forecasted short and long-term growth plans.

As a result of our dependence on a limited number of customers, the loss of any one of these customers, or a
reduction in business from any one of them, could have a material, adverse effect on our working capital and
future results of operations.

We currently have contracts with seven health plans to provide behavioral healthcare services under commercial,
Medicaid, and CHIP plans. These combined contracts represent approximately 78.3% and 52.1% of our operating
revenue for the fiscal years ended May 31, 2005 and May 31, 2004, respectively, two of which each represented
more than 20% of our operating revenues during our fiscal year ended May 31, 2005. The terms of each contract are
generally for one-year periods and are automatically renewable for additional one-year periods unless terminated by
either party. The loss of one or more of these clients, without replacement by new business, would negatively affect
the financial condition of the Company. In October 2004, the Company submitted a bid to the State of Connecticut
in response to its request for proposal for administrative services only (“ASO™) in connection with a contract that is
expected to begin by October 1, 2005. On January 7, 2005, the Company was informed that another bidder was
selected to negotiate this ASO contract. If the State of Connecticut is successful in their negotiations with the
selected bidder and the State of Connecticut continues with the implementation of its ASO plans, the Company’s
existing contract will be terminated, which may occur sometime during the Company’s third quarter of fiscal 2006,
which begins December 1, 2005 (see Note 4(2) — “Major Contracts/Customers” — to the audited, consolidated
financial statements).

The industry is subject to extensive state and federal regulations, as well as diverse licensure requirements
varying by state. Changes in regulations could affect the profitability of our contracts or our ability to retain
clients or to gain new customers.

CompCare holds licenses or certificates to perform utilization review and TPA services in certain states. There can
be no assurance that additional utilization review or TPA licenses will not be required or, if required, that CompCare
will qualify to obtain such licenses. In many states, entities that assume risk under contract with licensed insurance
companies or health plans have not been considered by state regulators to be conducting an insurance or HMO
business. As a result, we have not sought licensure as either an insurer or HMO in any state. If the regulatory
positions of these states were to change, our business could be materially affected until such time as we are able to
meet the regulatory requirements, if at all. Additionally, some states may determine to contract directly with
companies such as ours for managed behavioral healthcare services in which case they may also require us to
maintain financial reserves or net worth requirements that we may not be able to meet. Currently, we cannot
quantify the potential effects of additional regulation of the managed care industry, but such costs will have an
adverse effect on future operations to the extent that they are not able to be recouped in future managed care
contracts.

CompcCare is subject to the requirements of HIPAA. The purpose of the HIPAA is to improve the efficiency and
effectiveness of the healthcare system through standardization of the electronic data interchange of certain
administrative and financial transactions and to protect the security and privacy of protected health information.
While we expect to meet all compliance rules and timetables with respect to the HIPAA regulations, failure to do so
may result in penalties and have a material adverse effect on the Company’s ability to retain its customers or to gain
new business.

We have noted an annual seasonality in the usage of our provider network. Our financial results may suffer
to the extent we cannot adequately manage periods of increased utilization.

Historically and during fiscal 2005, we have experienced consistently low utilization during our first fiscal quarter,
which comprises the months of June, July, and August, and increased utilization during our fourth fiscal quarter,
which comprises the months of March, April and May. Such variations in utilization impact our costs of care during
these months, generally having a positive impact on our gross margins and operating profits during the first fiscal
quarter and a negative impact on our gross margins and operating profits during the fourth quarter.
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Currently, our Series A Preferred Shareholder is able to exercise decisive influence over our major corporate
decisions.

As of June 14, 2005, Woodcliff Healthcare Investment Partners LLC (“Woodcliff”), as a result of its purchase of
14,400 shares of our Series A Shares, $50.00 par value, beneficially owned capital stock representing approximately
43% of the Company’s voting power and has the right to designate a majority of the members of our Board of
Directors (see “Recent Developments” on page 1).  As a result, holders of our common stock are subject to the
following risks, among others:

¢ Woodcliff can exercise decisive influence over the election of directors;
e  Woodcliff can exercise decisive influence over major decisions involving the Company and its assets; and
e  Woodcliff may have interests that differ from those of the Company’s other stockholders.

The holders of our Series A Shares have significant rights and preferences over the holders of the common
stock.

The holders of our Series A Shares are entitled to receive dividends when declared by our Board of Directors. The
payment of these dividends will take priority over any payment of dividends on our common stock. The holders of
our Series A Shares will have a claim against our assets senior to the claim of the holders of our common stock in
the event of our liquidation, dissolution or winding-up. The aggregate amount of that senior claim is approximately
$3.6 million as of August 1, 2005 and will increase thereafter if such preferred stock accrues dividends and if we
issue additional shares of such preferred stock to Woodcliff pursuant to the terms of the Securities Purchase
Agreement for the Series A Shares.

The holders of our Series A Shares have other rights and preferences, including the following:

* to convert their preferred stock into an increased number of shares of common stock as a result of
antidilution adjustments;

+ to vote together with the holders of the common stock on an “as-converted” basis on all matters;

* to designate representatives to be appointed to our board of directors and, voting together as a single class,
to elect up to five directors; and

= to prevent the creation and issuance of capital stock with rights equal to or superior to those of the Series A
Shares.

We may be unable to sell the eye care memberships in which case our financial results will suffer to the extent
we have revenue from such memberships that is less than the cost we paid to acquire them.

The Company is actively marketing the eye care memberships we acquired in November 2004, but our efforts have
not yet been successful. If our marketing plan fails with respect to these memberships, we may have to write off
some or all of the $125,000 we paid to acquire them. While we believe our marketing efforts will be successful,
there can be no assurance the Company will sell a quantity of memberships at prices that will allow us to recover the
$125,000 cost.

Assumptions relating to the foregoing involve judgments that are difficult to predict accurately and are subject to
many factors that can materially affect results. Budgeting and other management decisions are subjective in many
respects and thus susceptible to interpretations and periodic revisions based on actual experience and business
developments, the impact of which may cause us to alter our budgets which may in turn affect the Company’s
results. In light of the factors that can materially affect the forward-looking information included herein, the
inclusion of such information should not be regarded as a representation by the Company or any other person that
our objectives or plans will be achieved.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
While we currently have market risk sensitive instruments, we have no significant exposure to changing

interest rates as the interest rate on our long-term debt is fixed. Additionally, we do not use derivative financial
instruments for investment or trading purposes and our investments are generally limited to cash deposits.
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ITEM 8. CONSOLIDATED FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Index to Consolidated Financial Statements
Years Ended May 31, 2005, 2004 and 2003

Report of Kirkland, Russ, Murphy & Tapp P.A. .ot e s rms et e
Report Of Eisner LLP ..ot e b e
Consolidated Balance Sheets, May 31, 2005 and 2004 .........cccooiiiiineniimniniiennrenieeseecee e se e seseseene
Consolidated Statements of Operations, Years Ended May 31, 2005, 2004 and 2003 .........c.ccovveirverereeenenn.
Consolidated Statements of Stockholders’ Deficit, Years Ended May 31, 2005, 2004 and 2003 .................
Consolidated Statements of Cash Flows, Years Ended May 31, 2005, 2004 and 2003........ccocooeeirecreccnen.
Notes to Consolidated FInancial Statements..........c..ccvecieriiiierecieneeseeereersteeeressseesssaeeresrsesssessesstaesrasssesensens
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Stockholders
Comprehensive Care Corporation

We have audited the accompanying consolidated balance sheets of Comprehensive Care Corporation and
subsidiaries as of May 31, 2005 and 2004 and the related consolidated statements of operations, stockholders’ deficit
and cash flows for the fiscal years then ended. These consolidated financial statements are the responsibility of the
Company’s management. Our responsibility is to express an opinion on these consolidated financial statements
based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the consolidated financial statements are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the consolidated financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall consolidated financial statement presentation. We believe that our audits provide a reasonable
basis for our opinion. ‘

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the consolidated financial position of Comprehensive Care Corporation and subsidiaries as of May 31,
2005 and 2004, and the consolidated results of their operations and their cash flows for the fiscal years then ended,
in conformity with U.S. generally accepted accounting principles.

/s/ Kirkland, Russ, Murphy & Tapp P.A.

Clearwater, Florida
August 2, 2005
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Stockholders
Comprehensive Care Corporation

We have audited the accompanying consolidated statements of operations, stockholders’ deficit and cash
flows of Comprehensive Care Corporation and subsidiaries for the year ended May 31, 2003. These financial
statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on
these financial statements based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing
the accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the consolidated results of operations and cash flows of Comprehensive Care Corporation and subsidiaries
for the year ended May 31, 2003, in conformity with U.S. generally accepted accounting principles.

The Company’s working capital deficiency, stockholders’ deficit, and continued losses from operations
raise substantial doubt about its ability to continue as a going concern. Management’s plans as to these matters are
described in Note 3. The accompanying consolidated financial statements do not include any adjustments that might
result from the outcome of this uncertainty.

/s/ Eisner LLP

New York, New York
July 25, 2003
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CONSOLIDATED BALANCE SHEETS

May 31,
2005 2004
(Amounts in Thousands)

ASSETS
Current assets:

Cash and cash equIVAIENTS .....ccvvvi e et $ 3,695 3,209

Marketable SECUTTLIES. ... ccvvirereeeieiiriir e rrre et ee e e e cevesaesanesresnens 11 --

Accounts receivable, less allowance for doubtful accounts of $5 and

B10, 1ESPECHIVELY ..ottt rene 113 191

Accounts receivable — managed care reinsurance contract ............co.ee.. 372 553

Other CUITENE @SSELS ....ecviievreiiririii et e _481 ey
TOtAl CUITENT ASSEIS veeeveveriieeeeieeriieceeraeste e ressieeseenreseeraeeesteseseseressseesesrtasennns 4,672 4,477
Property and eqUIPIMENt, NET......ccovrverererreerirmeesreereeesenesrescreesnesesessesenns 384 390
GOOAWIIL NEL..eeveieieeeeee et ettt e es e sbe e e e te e e nr e s eeaeas 991 991
ReSIIICEd CASH.....eovviiiiceicircrriee e s e e v e st e s sra e st e s s e e snesneane 72 325
O BSSBES . cuviiiieeeeecitereier st e et e e st e sb e s e e esbe e s sre e aeenas s baasnsesseaessnaensrenen 329 42
TOAL ASSELS ..vvvevreverirrireierseeriveetesseteste e saetbeenstetaebesnese e etereebasebess et srsseeseesensas § 6,448 6,225
LIABILITIES AND STOCKHOLDERS’ DEFICIT
Current liabilities:

Accounts payable and accrued liabilities.........cccoccocniiinnniienncnnne $ 1,310 1,720

Accrued claims payable.......ccovviiiiiin i e e 3,730 3,647

Accrued reinsurance claims payable ... 3,191 3,183

Income taxes payable ..o _30 _ 25
Total current liabilities..........ccoiiiincciii s 8,261 8,575
Long-term liabilities:

Long-term debt. ..o 2,244 2,244

Other HabIIItIES ...veveerrirririceee e ce e veeat e e sneservesreass e snesessesresbranene 60 131
Total long-term LabilIties .........cocovieeniririniii e 2,304 2,375
TOtal HADIHEIES ....ccvvvireveeie ettt et s ves bt sanesn e b s b 10,565 10,950
Stockholders’ deficit:

Preferred stock, $50.00 par value; authorized 18,740 shares; none issued - -

Common stock, $0.01 par value; authorized 12,500,000 shares; issued

and outstanding 5,582,547 and 4,673,048, respectively.....cc.ccvennnens 56 47

Additional paid-in capital.......cco.corvireiirninii e 53,813 52,950

Deferred cCOMPENSALION ....covecvrviriiirireeeeretereec et -- (4

Accumulated defiCit . ...oocoviicciiir e (57,986) (57,718)
Total stockholders’ deficit ..., 4,117 (4,725)
Total liabilities and stockholders’ deficit......c.ccovveviiiniiiicece $ 6448 6,225

See accompanying report of independent registered public accounting firm and notes to the consolidated financial
statements.




COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS
Year Ended May 31,
2005 2004 2003

(Amounts in thousands, except per share data)

Operating REeVEIUES ...........ccvuvreiriveririeriiirine oo seetssessasssssesesseresesns $ 24,473 27,583 32,104
Costs and Expenses:
Healthcare operating €Xpenses ...........occoireriereinreereneernsrmeereerrnenes 21,298 24,178 29,201
General and administrative Xpenses .......ccccveivveveeievinineceseerneennns 3,078 3,385 3,459
(Recovery of) provision for doubtful accounts.........cecevvciiinnecenne (4) ) 20
Depreciation and amortization ...........occevevvrmrnrereecioreennennseorseennnnns 96 107 195
24,468 27,663 32,875
Operating income (loss) before items shown below......................... 5 (80) (771)
Other income (expense):
Net gain on IRS settlement.........ocevvvviriinvieninniveeisnencssennse s -- -- 7,717
Loss in connection with collection of notes receivable ...................... -- 20) --
Loss on impairment - investment in marketable securities................. (118) - -
Gain 0n 5ale Of ASSELS ....eovvieiriecrieticriere ettt reeee -- -- 4
Loss on disposal 0f asSets.......cccoviieeeerieiniicece e - - 5)
Other non-operating iNCoOmMe, Net.........coovvverericirnienricrenrsiorineecreesenenns 88 1 34
INLETeSt INCOME .uiiiiriiieics ettt a s 15 26 47
INEETESt BXPEIISE ...veevereirie sttt s ere s (206) (215) _(181)
(Loss) income from continuing operations before income taxes...... (216) (288) 6,845
INCOME tAX EXPENSE ..ocvvevrrriiiireii et 32 102 _ 20
(Loss) income from continuing operations ...............cccccoveerierernnn. (268) (390) 6,825
(Loss) income from discontinued operations..................ccoccevveervennen. - (387 _633
Net (10S8) NCOME .......c.cooonimimiririiciiie et § (268) 71 7,458
(Loss) income per common share - basic:
(Loss) income from continuing Operations.........c.e.ccveeverevsveeieenscnsreevareens $ (0.05) (0.09) 1.75
(Loss) income from discontinued operations...........ccocoevvvcvvniennrenennnnns - (0.09) 0.16
Net (10SS) ICOMIE......ovrrerereiriireeteeereerereesteresese et st eressseasebesesesseberesersesnens $(0.05) (0.18) 191
(Loss) income per common share - diluted:
(Loss) income from continuing OperationsS..........ccoceveeveevevireeivreseerernsessens $(0.05) (0.09) 1.57
(Loss) income from discontinued operations.............occcvevreeceeerniecieniirinnnens - (0.09) 0.15
Net (10S5) INCOME....vevvivriirirrieerreeeecreeieseessetssessssreserasessesressessesesessvessssseens $(0.05) 0.18) 1.72

Weighted average common shares outstanding:

BASIC vttt e e e e e 4,935 4,284 3,905
DHIULEA ...ttt e 4,935 4,284 4,343

See accompanying reports of independent registered public accounting firms and notes to the consolidated financial
statements.
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COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
Year Ended May 31,
2005 2004 2003

(Amounts in thousands)

Cash flows from operating activities:

(Loss) income from cONtiNUINg OPErations .......coceveevevvrevirormenermeonnieoneeseenseses $ (268) (390 6,825
Adjustments to reconcile (loss) income from continuing operations to net

cash used in operating activities:

Depreciation and @amortization ... 96 107 195
Provision for doubtful accounts...........cooveiecvicnicciiicnicicieiene, -- - 20
Loss on impairment — investment in marketable securities..............c..cc.... 118 -- -
Amortization of deferred revenue...........cccooivinciniici (75) -- --
Net gain from IRS settlement ..o - - (7,717)
Loss in connection with prepayment of note receivable............ccoccccvnennninn. -- 20 --
Gain 0n 5ale OF ASSELS ......oveiieeriicreeiire ettt ettt -- -- 4)
Loss on disposal 0f @SSets.......covvirciiiiiicii e -- - 5
Compensation expense — StoCK ISSUEd .........cocevvrvnie e 31 33 20
Compensation expense — stock options and warrants issued.......c..c.cccc.cce.... 4 31 15
Changes in assets and liabilities:
Accounts receivable, Net.... ..o e e e 78 (116) 229
Accounts receivable — managed care reinsurance contract............c.occcmnnne. 181 (199) 221
Other reCeIVADIE ...covoeiveiirericrire e e s -- -- 525
Other current assets, restricted cash, and other assets .........cvecvvveevcnivrennne 9 ) 286
Unbenefitted tax refunds received........cooveoniiniin e -~ -~ (2,258)
Accounts payable and accrued liabilities..........ocovicviiiiciiiiiie (377) (270) (132)
Accrued claims payable.......cooo i 83 (456) (532)
Accrued reinsurance claims payable ... 8 66 1,098
Income taxes Payable ... 5 10 _
Net cash used in continuing operations .............cc.ccvveivniennnniiniiinn (107) (1,168) (1,205)
Net cash used in discontinued operations.............c.cooenviiiiiinn {asDn _(83) (480)
Net cash used in continuing and discontinued operations ..................... (258) (1,256) (1,685)
Cash flows from investing activities:
Net proceeds from sale of property and equipment, net............cccccecenrnennne -- -- 3
Payment received on note for sale of property and equipment, net.............. -- 139 4
Additions to property and equipment, NEt ..........coccveiniiininiiiiiin s (45) (210) an
Net cash used in investing activities .........c....ocociiiiniiniiiie e 45) 1) (70)
Cash flows from financing activities:
Proceeds from the issuance of common StOEK...........o.ccovvvinininninninccininin 841 979 18
Repayment of other Habilities.......cc.ocoveviiiiiniiier __(52) _ (33 a3
Net cash provided by finaneing activities ... _789 _ 946 5
Net increase (decrease) in cash and cash equivalents..........coeoeeveceviveeviecnrenncns 486 (381 (1,750)
Cash and cash equivalents at beginning of year ..o 3,209 3,590 5,340
Cash and cash equivalents at end of year ..o § 3,695 3,209 3,590

Supplemental disclosures of cash flow information:
Cash paid during the year for

TIEETESE .ottt bbb e $ 206 205 182
TNCOME TAXES ......vuvrierrieictercr ettt an e $ 48 92 22
Noncash financing and investing activities T T T
Property acquired under capital 1€ases ......c.coovcvriivverinniiieniniineni i § 43 _76 49

See accompanying reports of independent registered public accounting firms and notes to the consolidated financial
statements.
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COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES
NOTE 1 -- DESCRIPTION OF THE COMPANY’S BUSINESS AND BASIS OF PRESENTATION

Comprehensive Care Corporation (the “Company” or “CompCare”) is a Delaware Corporation organized in 1969.
Unless the context otherwise requires, all references to the “Company” include Comprehensive Behavioral Care, Inc.
(“CBC”) and subsidiary corporations. The Company, primarily through its wholly owned subsidiary, CBC, provides
managed care services in the behavioral health and psychiatric fields, which is its only operating segment. The Company
manages the delivery of a continuum of psychiatric and substance abuse services to commercial, Medicare, and Medicaid
members on behalf of employers, health plans, government organizations, third-party claims administrators, and
commercial and other group purchasers of behavioral healthcare services. The Company also provides prior and concurrent
authorization for physician-prescribed psychotropic medications for a major Medicaid HMO in Indiana and Michigan. The
managed care operations include administrative service agreements, fee-for-service agreements, and capitation contracts.
The customer base for its services includes both private and governmental entities. The Company’s services are provided
primarily by unrelated vendors on a subcontract or subcapitated basis. The Company’s fiscal year ended May 31, 2005
(“fiscal 2005™).

NOTE 2 -- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
PRINCIPLES OF CONSOLIDATION

The consolidated financial statements include the accounts of Comprehensive Care Corporation and its wholly
owned subsidiaries. Significant inter-company accounts and transactions have been eliminated in consolidation.

USE OF ESTIMATES

The preparation of the consolidated financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and assumptions that affect the amounts
reported in the consolidated financial statements and accompanying notes. Actual results could differ from these estimates.

REVENUE RECOGNITION

The Company’s managed care activities are performed under the terms of agreements with health maintenance
organizations (“HMOs”), preferred provider organizations, and other health plans or payers to provide contracted
behavioral healthcare services to subscribing participants. Revenue under a substantial portion of these agreements is
earned monthly based on the number of qualified participants regardless of services actually provided (generally referred to
as capitation arrangements). The information regarding qualified participants is supplied by the Company’s clients and the
Company relies extensively on the accuracy of the client remittance and other reported information to determine the amount
of revenue to be recognized. Such agreements accounted for 90.2%, or $22.1 million, of revenue for the fiscal year ended
May 31, 2005, 85.5%, or $23.6 million, of revenue for the fiscal year ended May 31, 2004, and 87.4%, or $28.2 million, of
revenue for the fiscal year ended May 31, 2003. The remaining balance of the Company’s revenues is eamed on a fee-for-
service basis and is recognized as services are rendered.

HEALTHCARE EXPENSE RECOGNITION

The Company attempts to control its costs and risk by entering into contractual relationships with healthcare
providers including hospitals, physician groups and other managed care organizations either on a sub-capitated, a
discounted fee-for-services, or a per-case basis. The Company’s capitation contracts typically exclude risk for chronic care
patients. The cost of healthcare services is recognized in the period that the Company is obligated to provide such services.
Certain contracted healthcare providers assume the financial risk for participant care rendered by them and they are
compensated on a sub-capitated basis.

In cases where the Company retains the financial responsibility for authorizations, hospital utilization, and the cost
of other behavioral healthcare services, the Company establishes an accrual for estimated claims payable (see “Accrued
Claims Payable” below).

PREMIUM DEFICIENCIES

Estimated future healthcare costs and expenses in excess of estimated future premiums are recorded as a loss when
determinable. No such deficiencies existed at May 31, 2005 or May 31, 2004.




COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES

CASH AND CASH EQUIVALENTS

Cash and cash equivalents consist entirely of funds on deposit in savings and checking accounts at major financial
institutions.

RESTRICTED CASH

During the quarter ended February 28, 2005, the trust agreement specific to the Company’s Directors and Officers
liability insurance policy was terminated and all funds, which amounted to approximately $253,000, were released to the
Company. As such, at May 31, 2005, restricted cash consists only of a $72,000 deposit required under the terms of the
Company’s Tampa office lease.

MARKETABLE SECURITIES

The Company’s marketable securities, which is comprised of one “available for sale” security, received in lieu of
cash compensation for consulting services provided by the Company to one party, are reflected in the consolidated balance
sheet at fair market value, with unrealized gains or losses, if any, included in other comprehensive income within
stockholders’ deficit. Realized gains or losses and declines in value judged to be other than temporary, if any, on available-
for-sale securities are reported in other income (expense). At May 31, 2005, management determined that the loss on
investment in marketable securities is other than temporary in nature and, as such, the Company recognized an impairment
loss of approximately $118,000 during May 2005. Factors considered in determining whether the loss was other than
temporary included the financial condition of the issuer, the fact that this investment has been in a continuous unrealized
loss position since November 2004 when the Company acquired this security, and the Company’s intent to hold this
investment for a period of time sufficient to allow for any anticipated recovery. At May 31, 2005, after recognizing the
impairment loss on this investment, the carrying value of approximately $11,000 is equal to the fair value of this security.
As such, the Company has no unrealized gains or losses at May 31, 2005.

PROPERTY AND EQUIPMENT

Property and equipment are stated at cost. Depreciation expense is computed using the straight-line method over
the estimated useful lives ranging from 3 to 12 years. Leasehold improvements are amortized over the shorter of the lease
term or the asset’s useful life. Depreciation and amortization expense was $96,000, $107,000, and $195,000 for the fiscal
years ended May 31, 2005, 2004 and 2003, respectively.

GOODWILL

Goodwill includes costs in excess of fair value of the net assets acquired in purchase transactions, less
amortization.

In June 2001, the Financial Accounting Standards Board (“FASB”) issued Statements of Financial Accounting
Standards (“SFAS”) No. 141, “Business Combinations” and No. 142, “Goodwill and Other Intangible Assets,” which
establishes new guidance for the treatment of goodwili and other intangible assets. Pursuant to SFAS 142, which was
adopted by the Company effective June 1, 2001, goodwill is not amortized but is periodically evaluated for impairment to
carrying amount, with decreases in carrying amount recognized immediately. The Company reviews goodwill for
impairment annually, or more frequently if changes in circumstances or the occurrence of events suggest an impairment
exists. The test for impairment of goodwill requires the Company to make estimates about fair value, which are based on
projected future cash flows. In accordance with SFAS 142, the Company had performed an impairment test within six
months of the adoption date and determined that no impairment of goodwill had occurred as of such date. In addition, the
Company performed an annual impairment test as of May 31, 2005, 2004 and 2003 and determined that no impairment of
goodwill had occurred as of such dates. SFAS 141 requires that the purchase method of accounting be used for all business
combinations initiated after June 30, 2001.

EXTINGUISHMENT OF DEBT
In April 2002, the FASB issued Statement No. 145, “Rescission of FASB Statements No. 4, 44, and 64,
Amendment of FASB Statement No. 13, and Technical Corrections.” This Statement eliminates the automatic

classification of gain or loss on extinguishment of debt as an extraordinary item and requires that such gain or loss be
evaluated for extraordinary classification under the criteria of Accounting Principles Board No. 30, “Reporting Results of
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Operations.” The Company adopted the provisions of SFAS 145 effective for its fiscal year ended May 31, 2003 and has
reflected gains on settlement of debt as other income instead of as extraordinary items.

ACCRUED CLAIMS PAYABLE

The accrued claims payable liability represents the estimated ultimate net amounts owed for all behavioral
healthcare services provided through the respective balance sheet dates, including estimated amounts for claims incurred
but not yet reported (“IBNR”) to the Company. The unpaid claims liability is estimated using an actuarial paid completion
factor methodology and other statistical analyses and is continually reviewed and adjusted, if necessary, to reflect any
change in the estimated liability. These estimates are subject to the effects of trends in utilization and other factors.
However, actual claims incurred could differ from the estimated claims payable amount reported as of May 31, 2005 and
2004. Although considerable variability is inherent in such estimates, management believes that the unpaid claims liability
is adequate.

ACCRUED REINSURANCE CLAIMS PAYABLE

The accrued reinsurance claims payable liability represents amounts payable to providers under a state reinsurance
program associated with the Company’s contract to provide behavioral healthcare services to members of a Connecticut
HMO (see Note 4 (2) — Major Contracts/Customers).

INCOME TAXES

The Company has adopted Statement of Financial Accounting Standards (SFAS) No. 109, “Accounting for
Income Taxes.” Under the asset and liability method of SFAS No. 109, deferred tax assets and liabilities are recognized for
the future tax consequences attributable to net operating loss carryforwards and to differences between the financial
statement carrying amounts of existing assets and liabilities and their respective tax bases. Deferred tax assets and
liabilities are measured using enacted tax rates expected to apply to taxable income in the years in which those temporary
differences are expected to be recovered or settled. Under SFAS No. 109, the effect of a change in tax rates on deferred tax
assets or liabilities is recognized in the consolidated statements of operations in the period that included the enactment. A
valuation allowance is established for deferred tax assets unless their realization is considered more likely than not.

STOCK OPTIONS

The Company issues stock options to its employees and non-employee directors (“optionees™) allowing optionees
to purchase the Company’s common stock pursuant to shareholder approved stock option plans.  As permitted by
Statement of Financial Accounting Standards (“SFAS”) No. 148, *“ Accounting for Stock-Based Compensation-Transitional
Disclosure,” the Company has elected to follow Accounting Principles Board Opinion No. 25, “Accounting for Stock
Issued to Employees” and related interpretations in accounting for its employee stock options (“APB 25). Under APB 25,
in the event that the exercise price of the Company’s employee stock options is less than the market price of the underlying
stock on the date of grant, compensation expense is recognized. No stock-based employee compensation cost is reflected in
net (loss) income, as all options granted under the Company’s employee stock options plans had an exercise price equal to
the market value of the underlying common stock on the date of grant. The following table illustrates the effect on net (loss)
income and (loss) income per share if the Company had applied the fair value recognition provisions of SFAS No. 148 to
stock-based employee compensation. '
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Fiscal Year Ended May 31,

2005 2004 2003
(in thousands except for per share
information)
Net (Joss) income, as reported.........cverververrvreeiecresrinsnereseensesnrrenens $ (268) $ (77 $7,458
Deduct:
Total stock-based employee compensation expense determined
under fair value based method for all awards, net of related tax
=] § (=31 S OO OO OO SRRSO (233) (211) (179)
Pro forma net (loss) income $ (501) $ (988) $7,279
(Loss) income per common share:
Basic — a5 TePOITed........covirriiiiiic s $ (0.05) $(0.13) $1.91
Basic — PO fOrMa.....cvuumevereeirnierrerisensseserssnnesesnenesssesessssesessesnsens $(0.10) $(0.23) $1.86
Diluted — as repOrted...........cccuormimiiemiiiiricnieiecsesssneeeesesennens $ (0.05) $(0.18) $1.72
Diluted — Pro fOrmMa........vvuvvecerereniereieerisessseesesieemaseseseressrens $ (0.10) $(023) $1.68

The weighted average fair values of options granted were $0.93, $1.31, and $0.72 in fiscal 2005, 2004, and 2003,
respectively. For purposes of pro forma disclosures, the estimated fair value of the options is amortized to expense over the
options’ vesting period.

The fair value of these options was estimated on the date of grant using the Black-Scholes option-pricing model
with the following assumptions:

Fiscal Year Ended May 31,

2005 2004 2003
Volatility factor of the expected market price of the
Company’s common StocK.......ccoviiinecnnnevnninennns 95.0% 95.0% 95.0%
Expected life (in years) of the options.......ccccoeeviveeriieenenn, 5 3,4,and 5 5
Risk-free interest rate ......cccoveriirrirrererneereereseesneesnssesnasenss 39% 3.6% 4.0%
Dividend yield.......ocooevireieeirieiicirc e 0% 0% 0%

The fair value of options granted to non-employee consultants is being amortized to expense over the vesting
period of the options.

On December 16, 2004, the FASB issued Statement No. 123R, “Share-Based Payment,” which requires companies
to record compensation expense for stock options issued to employees at an amount determined by the fair value of the
options. SFAS No. 123R was initially effective for the Company in its second quarter of fiscal 2006. However, due to an
SEC extension of the compliance date in April 2005, SFAS No. 123R will now be effective for the Company beginning
June 1, 2006. As such, effective with the Company’s first fiscal quarter of fiscal 2007, SFAS No. 123R will eliminate the
Company’s ability to account for stock options using the method permitted under APB 25 and instead require the Company
to recognize compensation expense should the Company issue stock options to its employees or non-employee directors.
The Company is in the process of evaluating the impact adoption of SFAS No. 123R will have on the consolidated financial
statements.

During the period January 2005 through March 2005, prior to the extension of the SFAS No. 123R compliance
date, the Company issued to five employees an aggregate of 152,700 options that vested May 31, 2005, which provided
such employees a shorter vesting term for their options than is normally awarded. If the options had been issued with
customary vesting dates and the compliance date had not been extended, the Company would have recorded compensation
expense totaling approximately $100,000 during fiscal 2006 for the options that were unvested at May 31, 2005.
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PER SHARE DATA

In calculating basic (loss) income per share, net (loss) income is divided by the weighted average number of
common shares outstanding for the period. Diluted (loss) income per share reflects the assumed exercise or conversion of
all dilutive securities, such as options, warrants, and convertible debentures. No such exercise or conversion is assumed
where the effect is antidilutive, such as when there is a net loss. The following table sets forth the computation of basic and

diluted (loss) income per share in accordance with Statement No. 128, Earnings Per Share (amounts in thousands, except
per share data):

Fiscal Year Ended May 31,

2005 2004 2003
Numerator:
(Loss) income from continuing Operations .....c....eccvvverereeeernrienereseereressnsnenenes $ (268) (390) 6,825
(Loss) income from discontinued operations.......c.cocvcevevennveciereerenneesseenenes - (387) 633
Numerator for diluted (loss) income per share available to Common
SEOCKNOIACTS ..ottt ettt s et st sbs b v $ (268) ammn 7,458
Denominator:
Weighted average Shares ... 4,935 4,284 3,905
Effect of dilutive securities:
Employee stock 0ptions.......vicieiicrniiiinin e e - -- 437
WAITAILS .ottt sttt e et bbb - - 1
Denominator for diluted income per share-adjusted weighted
Average shares after assumed eXercisSes.......oovvvivnreniinie i ercareee e 4,935 4,284 4,343
(Loss) income per common share - basic:
(Loss) income from continiing Operations..........cccvvvvrinvencerernnenssnnrorseens $(0.05) (0.09) 1.75
(Loss) income from discontinued OpPerations...........ccovveririvcrenecrreenerearesienns == (0.09) 0.16
NEt (10SS) INCOME.....vvvmeeiaireereeiceciessrecesiee e stien oo seees b cnes s $(0.05) (0.18) 191
(Loss) income per common share - diluted:
(Loss) income from continuing operations..........coccveevineiererieresesiesierennnen $(0.05) (0.09) 1.57
(Loss) income from discontinued operations............cocerveiiiiiniciniciinicrecnnen - 0.09) 0.15
Net (10SS) INCOME......ciuieieriiiii e ettt et be et beb e se e b seestens $(0.05) (0.18) 1.72

FAIR VALUE OF FINANCIAL INSTRUMENTS

FASB Statement No. 107, “Disclosures about Fair Value of Financial Instruments” requires disclosure of fair
value information about financial instruments for which it is practical to estimate that value.

For cash and cash equivalents, marketable securities, and restricted cash, the carrying amount approximates fair
value. For long-term debt, the fair value is based on the estimated market price for the convertible debentures on the last
day of the fiscal year.

The carrying amounts and fair values of the Company’s financial instruments at May 31, 2005 and 2004 are as
follows:
2005 2004
CARRYING FAIR CARRYING FAIR
AMOUNT VALUE AMOUNT VALUE

(AMOUNTS IN THOUSANDS)
Assets
Cash and cash equivalents ........ccoooecccennccninccnnnnne $ 3,695 3,695 3,209 3,209
Marketable SeCUrItIES.....oocvivvviiiiiiiriie e 11 11 -- --
Restricted Cash......coooovovviei i 72 72 325 325
Liabilities
Long-term debt.......ooocevvrieiniriinensescree e $2,244 2,237 2,244 2,118
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NOTE 3 -- LIQUIDITY

During the fiscal year ended May 31, 2003, net cash used in continuing and discontinued operations amounted to
$106,000 and $151,000, respectively. In addition, $45,000 was used to acquire property and equipment and $788,000 was
provided by financing activities, primarily from the issuance of common stock in a private placement transaction, which
generated approximately $776,000 in aggregate net proceeds during February and March 2005.

During the fiscal year ended May 31, 2005, the Company had an operating profit of $5,000 and a net loss of
$268,000. As of May 31, 2005, the Company had a working capital deficiency of $3.6 million and a stockholders’ deficit
of $4.1 million. Effective June 14, 2005, the Company completed a sale of 14,400 shares of its Series A Convertible
Preferred Stock, $50.00 par value (“Series A Shares™), to one investor for approximately $3.4 million in net cash proceeds
to the Company (see Note 17(1) — “Subsequent Events”). Additionally, on March 24, 2005, the Company completed the
sale of 50,000 shares of its common stock, $.01 par value, for $52,500 in net cash proceeds, to conclude the Company’s
private placement, which generated approximately $776,000 in aggregate net proceeds during February and March 2005.
As a result, management believes the Company has sufficient working capital to sustain current operations and meet the
Company’s current obligations during fiscal 2006 without the need to raise additional equity or debt financing. In addition,
management believes the Company has sufficient working capital to meet the Company’s capital needs during fiscal 2006,
which will include additional installments toward the $170,000 that remains to be paid in connection with a new
information system. This system has expected costs of approximately $370,000. Once implemented, this system will
enable the Company to continue to meet HIPAA requirements, streamline our entire clinical and claims functions, and offer
service improvements to our participating providers.

NOTE 4 -- MAJOR CONTRACTS/CUSTOMERS

(1) Beginning January 1, 2003, the Company contracted with a new HMO client to provide behavioral healthcare services
to contracted Medicaid members in Florida. This business accounted for 16.0%, or $4.4 million, of the Company’s
operating revenues during the prior fiscal year ended May 31, 2004. During fiscal 2003, such Medicaid members were
serviced by the Company through its contract with another HMO whose agreements with the Company covered Medicaid,
Medicare, and commercial members and represented a combined 24.1%, or $7.8 million, of the Company’s operating
revenue for the twelve months ended May 31, 2003. On December 31, 2002, the Company received a formal termination
notice, effective February 28, 2003, from the prior HMO client with respect to the Medicare and commercial business. In
addition, the acquiring HMO, whose contract with the Company was scheduled to renew in January 2004, formally advised
the Company on October 30, 2003 that it had determined to “insource behavioral health” and, therefore, would not renew
its contract with the Company. Accordingly, the Company’s contract with this HMO customer terminated effective
December 31, 2003.

(2) The Company has one contract to provide behavioral healthcare services to Connecticut members under contract with
one HMO. This agreement represented approximately 21.6%, or $5.3 million, 13.7%, or $3.8 million, and 9.0%, or $2.9
million of the Company’s operating revenue for the fiscal years ended May 31, 2005, 2004, and 2003, respectively.
Additionally, this contract provides that the Company, through its contract with this HMO, receives additional funds
directly from a state reinsurance program for the purpose of paying providers. During the fiscal years ended May 31, 2005,
2004, and 2003, the Company filed reinsurance claims totaling approximately $2.7 million, $2.1 million, and $3.0 million,
respectively. Such claims represent cost reimbursements and, as such, are not included in the reported operating revenues
and are accounted for as reductions of healthcare operating expenses. As of May 31, 2005 and 2004, the Company has
reported $3.2 million as accrued reinsurance claims payable, with $0.4 and $0.6 million reported as accounts receivable-
managed care reinsurance contracts. In the event that the Company does not collect the amounts receivable related to
reinsurance amounts, the Company could remain liable for the costs of the specific services provided to members that
qualify for such reimbursements. The difference between the reinsurance receivable amount and the reinsurance payable
amount is related to timing differences between the authorization date, the date the money is received by the Company, and
the date the money is paid to the provider. In certain cases, providers have submitted claims for autherized services having
incorrect service codes or otherwise incorrect information that has caused payment to be denied by the Company. In such
cases, there are contractual and statutory provisions that allow the provider to appeal a denied claim. If no appeal is
received by the Company within the prescribed amount of time, the Company may be required to remit the reinsurance
funds back to the appropriate party. For non-reinsurance claims incurred but not reported under this contract, the Company
estimates its claims payable using a similar method as that used for other existing contracts. This HMO has been a customer
since March 2001. The original contract term ended December 31, 2002 and, in accordance with its terms, has
automatically renewed for three consecutive one-year periods, with the current term ending December 31, 2005. In
October 2004, the Company submitted a bid to the State of Connecticut in response to its request for proposal for
administrative services only (“ASO”) in connection with a contract that is expected to begin by October 1, 2005. On
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January 7, 2005, the Company was informed that another bidder was selected to negotiate this ASO contract. If the State of
Connecticut is successful in their negotiations with the selected bidder and the State of Connecticut continues with the
implementation of its ASO plans, the Company’s existing contract may be terminated sometime during the Company’s
third quarter of fiscal 2006, which begins December 1, 2005.

(3) The Company has contracts with one HMO to provide behavioral healthcare services to contracted commercial,
Medicaid, and Children’s Health Insurance Program (“CHIP”) members in Texas. This business accounted for
approximately 21.5%, or $5.2 million, 14.5%, or $4.0 million, and 11.9%, or $3.9 million of the Company’s operating
revenues during the fiscal years ended May 31, 2005, 2004, and 2003, respectively. This HMO has been a customer of the
Company since November 1998. The original contract term was for one year and the contract provides for automatic one-
year renewal terms.

(4) During fiscal 2003, the Company had three contracts with one HMO to provide behavioral healthcare services to
Florida members. The combined revenue from these contracts accounted for 11.7%, or $3.8 million, of the Company’s
operating revenues during such fiscal year. These contracts covering Florida members terminated effective January 1,
2003.

In general, the Company’s contracts with its customers are typically for initial one-year terms, with automatic annuai
extensions. Such contracts generally provide for cancellation by either party with 60 to 90 days written notice.

NOTE 5 -- ACCOUNTS RECEIVABLE

Accounts Receivable of $118,000 at May 31, 2005 and $201,000 at May 31, 2004 consists of trade receivables
resulting from services rendered under managed care capitation contracts. Accounts Receivable — Managed Care
Reinsurance Contract of $372,000 at May 31, 2005 and $553,000 at May 31, 2004 consist of receivables resulting from
services rendered under the Connecticut contract (see Note 4(2) — “Major Contracts/Customers”). The following table
summarizes changes in the Company’s allowance for doubtful accounts for the fiscal years ended May 31, 2005, 2004 and
2003:

BALANCE ADDITIONS WRITE-OFF
BEGINNING CHARGED TO RECOVERIES OF BALANCE
OF YEAR EXPENSE * ACCOUNTS END OF YEAR
(Amounts in thousands)
Year ended May 31, 2005............... § 10 5 -- (10) 5
Year ended May 31, 2004............... $ 27 10 - (X)) 10
Year ended May 31, 2003............... $ 8 43 - (24) 27

*Excludes $9,000 in 2005, $17,000 in 2004, and $24,000 in 2003 of recoveries from accounts previously written off.

Recoveries are reflected on the Company’s consolidated statements of operations as a reduction to the provision
for doubtful accounts.

NOTE 6 - OTHER CURRENT ASSETS

Other current assets consist of the following: May 31,
2005 2004
(Amounts in thousands)
Accounts receivable — OthEr .......c.o.oceiv et $ 38 37
Prepaid INSUTANCE .....cveiiiriiereirerice ettt st e r s e s crseb e seene 311 315
Other prepaid fees and eXPenses ..o 132 172
Total OtHEr CUITENT @SSELS .....cvoveverireeieerrerireriraseeresesesasnsssaesesesrnsererencanes $ 481 524
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NOTE 7 — OTHER ASSETS

Other assets consist of the following: May 31,
2005 2004
(Amounts in thousands)
Deferred costs — eye care memberships ..o $ 125 --
DIEPOSIES e cvreiere ettt sttt st et bt st s et st et at e et 98 20
Other deferred CoStS.......ooiiiiic e 106 22
Total Other ASSELS........oovireuiriicrrnrier e $ 329 42

NOTE 8 -- PROPERTY AND EQUIPMENT, NET

Property and equipment, net, consists of the following:

May 31,
2005 2004
(Amounts in thousands)

Furniture and eqUIPIMENL.......cccveiuiiienirariininiceceieenreeste oo sasesesreiesesessesessnseseeesesees $2,936 3,385
Leasehold IMpProvVemMents........c.cooeriiveceieinincniee ettt r e e s se e e 48 49
Capitalized 18ASES ....vcviviriicnii e e e e 141 130
3,125 3,564

Less accumulated depreciation and amortization ...........coveevevivvnevneeniceresseeceeneeneens (2,741) (3,174)
Total property and eqUIPIMENTE, NEL.......covevveririeeriireirini e reee e seseesesnseseresssnsseneanes $_384 390

NOTE 9 — DISCONTINUED OPERATIONS

Results for the fiscal year ended May 31, 2004 include a change in estimate resulting in a $387,000 charge
recorded in August 2003 related to hospital operations disposed of in prior years, which is included under discontinued
operations in the accompanying consolidated financial statements. The charge primarily relates to settlement of the
Company’s Fiscal 1999 Medicare cost report for its Aurora, Colorado facility that was sold by the Company during Fiscal
1999. The settlement requires the Company to repay $400,000 specific to Fiscal 1999, less approximately $106,000 in
Medicare refunds that were due the Company in connection with its Fiscal 1995 and 1996 Medicare cost report settlements
for this same Aurora, Colorado hospital. Further, the Medicare intermediary accepted the Company’s proposed, 24-month,
12.125% installment payment plan to repay the net amount of approximately $300,000, of which approximately $55,000
remains to be paid as of May 31, 2005, which is included in accounts payable and accrued expenses in the accompanying
consolidated balance sheet at May 31, 2005. ’

Discontinued hospital operations for the year ended May 31, 2003 consist of a $470,000 gain on settlement of a
liability and income of $163,000 relating to hospital cost report settlements.

NOTE 10 -- ACCOUNTS PAYABLE AND ACCRUED LIABILITIES

Accounts payable and accrued liabilities consist of the following:

May 31,
2005 2004
(Amounts in Thousands)
Accounts Payable.......ccoicrivrciin et e e s $ 189 166
Accrued salaries and Wages.......ccccvvereerineneeenrese e s 118 135
ACCTUEA VACATION .ovveveiieerer ittt cieesee e e esteesare s vaesan s e tsseseensbesssnen srns 92 141
Accrued legal and audif ..o 96 84
Other accrued Habilities ......oooveeees et s te e re s _815 1,194
Total accounts payable and accrued liabilities...........ccccoececrnneercncnne $ 1,310 1,720
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NOTE 11 -- LONG-TERM DEBT

Long-term debt consists of the following:

May 31,
2005 2004
(Amounts in Thousands)
7 %% convertible subordinated debentures due April, 2010, interest
payable semi-annually in April and October*.........c.ccocvvvvveerverreennnnn. $2,244 2,244

*At May 31, 2005, the debentures are convertible into 9,044 shares of common stock at a conversion price of $248.12 per share.
Following the private transaction completed in June 2005 (see Note 17(1) — “Subsequent Events”), the debentures are convertible into
12,377 shares of common stock at a conversion price of $181.30.

NOTE 12 -- INCOME TAXES

Provision for income taxes consists of the following:
Fiscal Year Ended May 31,

2005 2004 2003
(Amounts in thousands)
Current:
FOUCTAL .. oot et ee e e et e s ee e e st e esssessesaaseneneeesanns $ -- -- -
SEALE ..ottt 52 102 20
s 102 20

Reconciliation between the provision for income tax and the amount computed by applying the statutory Federal
income tax rate (34%) to income (loss) before income tax is as follows:
Fiscal Year Ended May 31,

2005 2004 2003
(Amounts in thousands)
Income tax provision (benefit) at the statutory taX rate ............ccceverrereneecnes $(73) (230) 2,543
State income tax provision (benefit), net of federal tax effect............cccvevenne 3 (26) 296
Non-taxable gain on IRS settlement ..........ccoocvrieiiiiiiiniiccee e - - (3,733)
NON-dedUCIDIE IEIMS .....crverereerieereriiee sttt sssrens 37 44 54
Benefit of net operating loss carryforward not recognized...........cccocevrirenneee. 96 314 840
Other, NEt ..o b - - _20
s i 20
Significant components of the Company’s deferred tax assets are as follows:
May 31,
2008 2004
(Amounts in thousands)
Deferred Tax Assets:
Net operating 10ss carryforwards...........ocoevernicrenecercnnennnnsniee s $ 1,347 1,332
ACCIUEE BXPLIISES -.cotiiiiiiiiiiit ettt bt s b ans 78 134
Loss on impairment - investment in marketable securities.........c.ccovevnene 45 --
Employee benefits and Options...........ccocereveecerieeiennnininiene s eeseiiene 35 55
OLher, NEL.....ovcviciieiecrii et _ 76 %
Total Deferred Tax ASSELS......ccvevviivereiiiiieereeeerrreetvcerreeeeereeseaveeaees 1,581 1,611
Valuation AIIOWENCE .........coeveiiiiiiie et (1,581 (1,611
Net Deferred TaxX ASSELS.....ccoiuiirirerereriiesserrresseressesassessssssssssesssssssens s _ -

In Fiscal 2003 the Company settled a tax dispute with the IRS regarding the disallowance of $12.4 million in
previously received tax refunds specific to the Company’s Fiscal 1985 and 1986 income tax returns. In accordance with the
settlement the Company paid the IRS $2.2 million and relinquished rights to Federal net operating loss carryforwards of
approximately $42.0 million resulting from losses incurred in fiscal years ended May 31, 1995 through May 31, 2001, and
a minimum tax credit carryover of approximately $0.7 million.

33




COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES

As a result of the resolution of this matter, the Company extinguished the $12.1 million liability, which had been
recorded for the refunds pending resolution of the dispute, and recorded a non-operating gain in the quarter ended February
28, 2003 of approximately $7.7 million net of related expenses, including $2.0 million representing the unrecovered portion
of the $2.5 million of fees previously paid to its tax advisor. The gain represented income per share of $1.97 (diluted
income per share of $1.77). No taxable income resulted from the settlement of the liability.

At May 31, 2005, the Company’s Federal net operating loss carryforwards total approximately $3.5 million
resulting from losses incurred in the fiscal years ended May 31, 2002 through 2005, which expire in 2022 through 2025.
The Company may be unable to utilize some or all of its allowable tax deductions or losses, which depends upon factors
including the availability of sufficient taxable income from which to deduct such losses during limited carryover periods.
The private placement transaction completed subsequent to May 31, 2005 constitutes a “change of ownership” under IRS
rules and, as a result, will limit the Company’s tax benefits beginning in fiscal 2006 (see Note 17(1) — “Subsequent
Events”). Further, the Company’s ability to use any net operating losses may be subject to further limitation in the event
that the Company issues or agrees to issue substantial amounts of additional equity.

After consideration of all the evidence, both positive and negative, management has determined that a valuation
allowance at May 31, 2005 and 2004, was necessary to fully offset the deferred tax assets based on the likelihood of future
realization.

NOTE 13 -- EMPLOYEE BENEFIT PLAN

The Company offers a 401(k) Plan (the “Plan”), which is a defined contribution plan qualified under Section
401(k) of the Internal Revenue Code, for the benefit of its eligible employees. All full-time and part-time employees who
have attained the age of 21 and have completed one thousand hours of service are eligible to participate in the Plan. Each
participant may contribute from 2% to 50% of his or her compensation to the Plan up to the annual maximum allowed
amount, which was $14,000 during Calendar 2005, subject to limitations on the highly compensated employees to ensure
the Plan is non-discriminatory. Company contributions are discretionary and are determined by the Company’s
management. The Company did not make a matching contribution in fiscal 2005. The Company’s employer matching
contributions were approximately $2,300, and $9,000 to the Plan in fiscal 2004 and 2003, respectively.

NOTE 14 -- PREFERRED STOCK, COMMON STOCK, AND STOCK OPTION PLANS

Preferred Stock

As of May 31, 2005, there are 18,740 remaining shares authorized and available to issue, and no outstanding
shares of Preferred Stock (see Note 17(1) — “Subsequent Events™). The Company is authorized to issue shares of Preferred
Stock, $50.00 par value, in one or more series, each series to have such designation and number of shares as the Board of
Directors may fix prior to the issuance of any shares of such series. Each series may have such preferences and relative
participation, optional or special rights with such qualifications, limitations or restrictions stated in the resolution or
resolutions providing for the issuance of such series as may be adopted from time to time by the Board of Directors prior to
the issuance of any such series.

Common Stock

Authorized shares of common stock reserved for possible issuance for convertible debentures and stock options
are as follows at May 31, 2005 (see Note 17(1) — “Subsequent Events” -- with respect to shares of common stock reserved
for possible issuance for Series A Shares):

CONVErtible debEntUIES™ .......oveeeeeeeeeeeee e ee e eeeeeeeeeeee s see e sestereseneneseens 9,044
Outstanding StOCK OPHONS ..ccervrvrvrrerirrecrii it 1,343,956
Possible future issuance under stock option plans and warrants®................... 982,503
TOAL ..ottt ettt sttt er et a et b et s nenn 2,335,503

(a) AtMay 31, 2005, the debentures are convertible into 9,044 shares of common stock at a conversion price of $248.12 per share. Following the private
transaction completed in June 2005 (see Note 17(1) — “Subsequent Events”), the debentures are convertible into 12,377 shares of common stock at a
conversion price of $181.30.

(b) Includes 100,000 warrants to purchase common stock of the Company issued in prior fiscal years to three consultants for their services to the
Company, which included public and investor relations and web site development services. In addition, 306,000 warrants to purchase common stock of the
Company were issued to two consultants and two employees as compensation for introducing strategic business partners to the Company. All such
warrants were issued in lieu of cash compensation and have five-year terms with exercise prices ranging from $1.09 to $5.00.
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Stock Option Plans

The Company currently has two active incentive plans, the 1995 Incentive Plan and the 2002 Incentive Plan
(“Plans™), that provide for the granting of stock options, stock appreciation rights, limited stock appreciation rights, and
restricted stock grants to eligible employees and consultants to the Company. Grants issued under the Plans may qualify as
Incentive Stock Options (“ISOs™) under Section 422A of the Internal Revenue Code. Options for ISOs may be granted for
terms of up to ten years and are generally exercisable in cumulative increments of 50% each six months. Options for Non-
statutory Stock Options (“NSOs”) may be granted for terms of up to 13 years. The exercise price for ISOs must equal or
exceed the fair market value of the shares on the date of grant, and 65% in the case of other options. The Plans also provide
for the full vesting of all outstanding options under certain change of control events. The maximum number of shares
authorized for issuance is 1,000,000 under the 2002 Incentive Plan and 1,000,000 under the 1995 Incentive Plan. As of May
31, 2005 under the 2002 Incentive Plan, there were 511,000 shares available for option grants and there were 475,000
options outstanding, of which 445,500 options were exercisable. Additionally, as of May 31, 2005 under the 1995
Incentive Plan, there were 500 shares available for option grants and there were 748,125 options outstanding, of which
744,875 options were exercisable.

The Company also has a non-qualified stock option plan for its outside directors (the “Directors’ Plan”). Each non-
qualified stock option is exercisable at a price equal to the common stock’s fair market value as of the date of grant. Initial
grants vest annually in 25% increments beginning on the first anniversary of the date of grant, provided the individual is
still a director on those dates. Annual grants will become 100% vested as of the first annual meeting of our stockholders
following the date of grant, provided the individual is still a director as of that date. Such annual grants include options
granted to non-employee directors for service on the various committees of the Board of Directors. An optionee who
ceases to be a director shall forfeit that portion of the option attributable to such vesting dates on or after the date he or she
ceases to be a director. The maximum number of shares authorized for issuance under the Directors’ Plan is 250,000. As of
May 31, 2005 under the Directors’ Plan, there were 65,003 shares available for option grants and there were 120,831
options outstanding, of which 79,165 options were exercisable.

A summary of the Company’s stock option activity and related information for the years ended May 31 is as follows:

Weighted
Average
Shares Exercise Price

Outstanding as of May 31, 2002 ......ccoovvorreerrerircrnenneereecnerireeee s 903,175 $0.83
GranEd. . .covviee e eis et es e eab et e sa et b berb e s erten s eansseseanaeseeae 247,999 1.03
EXErCISEd..c.uiiiiiiiieieieeee e sttt st e (38,000) 0.48
FOITEIEA ...ttt r ettt ass st s s nsseassss s s s essssarssns (3,950) 2.40
Outstanding as of May 31,2003 ..o 1,109,224 $0.88
GIANLEA. ...ttt et e sttt et sttt ne st ste e st atesbeenes 161,666 1.91
EXEICISEA . ..oivitieeiiie ittt sttt sttt sttt nb et e et sestaasenenaes (16,500) 0.47
FOITEIEA .....oviierieee ettt sttt eat e raes e rt et et ss et s eneens (25,000) 1.86
Outstanding as of May 31,2004 ..o e 1,229,390 $1.00
GIANEEA ...eeeeiviiceiree e cttee et r e s e e eetrre e et e e aab e e s sabse s strbaasasresaveeasasneestseenanns 250,866 1.25
EXEICISEU...reviieiiriceieie i ceieet et e et ess s csne e see e ereeese e e san e e e s e ennens {116,500) 0.55
FOMEItEd ...oviviiericie sttt ettt s s r e ene e (19,800) 1.97
Outstanding as of May 31,2005 ..., 1,343,956 $1.08
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A summary of options outstanding and exercisable as of May 31, 2005 follows:

Weighted- Weighted-
Weighted- Average Average
Exercise Average Remaining Exercise Price of
Options Price Exercise Contractual Options Exercisable
Outstanding Range Price Life Exercisable Options
321,000 $025-%0.39 $ 026 5.09 321,000 $ 0.26
420,083 $0.51-5%0.61 $ 055 5.13 420,083 $ 0.55
239,033 $1.00-$1.40 § 120 8.97 201,283 $1.22
189,165 $145-%1.70 s 1.57 8.96 152,499 $1.59
77,000 $1.95-%2.16 $ 210 8.26 77,000 $ 210
97,675 $3.5625- $4.00 § 3.95 3.53 97,675 $ 3.95
1,343,956 $0.25 - $4.00 $ 1.08 6.40 1,269,540 $ 1.06

NOTE 15 - COMMITMENTS AND CONTINGENCIES
Lease Commitments

The Company leases certain facilities and equipment. The facility leases contain escalation clauses based on the
Consumer Price Index and provisions for payment of real estate taxes, msurance, and maintenance and repair expenses.
Total rental expense for all operating leases was $0.6 million in each of the fiscal years ended May 31, 2005, 2004, and
2003.

Future minimum payments, by year and in the aggregate, under non-cancelable operating leases with initial or
remaining terms of one year or more, consist of the following at May 31, 2005:

Fiscal Year Operating Leases
(Amounts in thousands)

2006.....uceiiiiiiiicr ettt et en et ne $ 481

2007 oottt e 65

2008.....oiit ettt st et er e 2

Total minimum lease PAYMENtS..........c.cccovvuriievrierereeeeeeeeeescesenee s $ 548

Other Commitments and Contingencies

(1) In connection with the Company’s Preferred Provider Network license in Connecticut, the Company is required to
maintain a performance bond during all applicable terms of the license. As such, the Company maintains a
performance bond of $2,400,000 in compliance with this requirement. In addition, a contract with one existing client
requires the Company to maintain two performance bonds totaling $330,000 throughout the contract term.

(2) Related to the Company’s discontinued hospital operations, Medicare guidelines allow the Medicare fiscal
intermediary to re-open previously filed cost reports. Management believes that the Company’s Fiscal 1998 and 1999
cost reports remain eligible for re-opening at some future date, in which case the intermediary may determine that
additional amounts are due to or from Medicare.

(3) The Company is subject to the requirements of the Health Insurance Portability and Accountability Act of 1996
("HIPAA”). The purpose of the HIPAA provisions is to improve the efficiency and effectiveness of the healthcare
system through standardization of the electronic data interchange of certain administrative and financial transactions
and, also, to protect the security and privacy of protected health information. Entities subject to HIPAA include some
healthcare providers and all healthcare plans. To meet the specific requirements of HIPAA, the Company determined it
needed to make a significant investment in its current information system or in a new information system that would
better meet the Company’s future needs. As a result, the Company has entered into a Software License Maintenance
and Services Agreement with Qualifacts Systems, Inc. (“Qualifacts™), a vendor that has provided the Company with an
immediate, temporary solution to meet HIPAA compliance rules specific to the Electronic Health Care Transactions
and Code Sets Standards Model Compliance Plan with the Centers for Medicare and Medicaid Services and,
additionally, to design a new, customized management information system that will enable the Company to continue to
meet HIPAA requirements in the future. The Company expects to incur approximately $370,000 of costs to customize
the Qualifacts system and activate the licenses needed for Qualifacts and other, related third-party software.
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(4) The Company is actively marketing eye care memberships it acquired in November 2004. If the Company’s marketing
plan fails with respect to these memberships, it may have to write off some or all of the $125,000 the Company paid to
acquire them (see Note 7 — “Other Assets”). While management believes the Company’s marketing efforts will be
successful, there can be no assurance the Company will sell a quantity of memberships at prices that will allow the
Company to recover the $125,000 cost.

(5) Effective August 1, 2005, the Company’s principal operating subsidiary, CBC, entered into a marketing agreement
with Health Alliance Network, Inc. (“HAN”) whereas CBC has agreed to appoint HAN as its primary representative
and marketing agent for commercial business (see Note 17(2) — “Subsequent Events™).

From time to time, the Company and its subsidiaries are also parties and their property is subject to ordinary,
routine litigation incidental to their business, in which case claims may exceed insurance policy limits and the Company or
any one of its subsidiaries may have exposure to a liability that is not covered by insurance. Management is not aware of
any such lawsuits that could have a material adverse impact on the Company’s consolidated financial statements.
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NOTE 16 -- QUARTERLY FINANCIAL INFORMATION (UNAUDITED)

FISCAL 2005 Quarter Ended Fiscal Year
8/31/04 11/30/04 2/28/05 5/31/05 Total
(Amounts in thousands, except per share data)
OPEratiNg FEVENMUES .....cc.ovevreeeeecnrercerreeremreieteroniesesissisesiosessiseesssesenisenne $ 6,039 6,231 6,241 5,962 24,473
GroSS Profit...cooiiiiii e 871 903 1,107 294 @ 3,175
General and administrative EXPenSses..........cccvcvvivieiniiie e 702 727 846 803 3,078
Provision for (recovery of) doubtful accounts..........cccccoveviivniiniicnnn, (5) 1 2) 2 @)
Depreciation and amortization..........c.ccovverinerinisriise e 24 23 24 25 96
OLNEr @XPEIISE......cuviiivitieieiciieres i e _41 38 14 128 ® 221
Income (loss) from continuing operations before income taxes.............. 109 114 225 (664) (216)
IRCOME LAX EXPEIMSE.....ocevieeincirerce e e . 18 i 13 10 52
Net income (loss) from continuing operations 91 103 212 674) (268)
Basic income (1oss) per common Share..............coooorvenrnncnneninionees $ 0.02 0.02 0.04 0.12) (0.05)
Diluted income {loss) per common SHATE............ocooviiiiiiniiini i, $0.02 0.02 0.04 (0.12) (0.05)
Weighted Average Common Shares Outstanding — basic.........c...c.cooeen. 4,682 4,691 4,794 5,566 4,935
Weighted Average Common Shares Qutstanding - diluted........ccooceoninne. 5272 5,262 5,316 5,566 4,935
(a) Includes an $88,000 expense reimbursement received from one former client.
() Includes aloss on impairment of approximately $118,000 with respect to the Company’s marketable securities.
FISCAL 2004 Quarter Ended . Fiscal Year
8/31/03 11/30/03 2/29/04 5/31/04 Total
(Amounts in thousands, except per share data)
OPErating FEVEIUES ... scniecnmressse s esssiessas s seres $7,893 7011 6,348 6,331 27,583
Gross Profit ... 1,041 _812 _ 828 _724 3,405
General and administrative EXpEnSses........ccoccvvevriviiicimnciiienc e, 908 970 799 708 3,385
Provision for (recovery of) doubtful accounts...........ccccvninniniinnnn, 8) 4 (2) 7 @)
Depreciation and amortization............cccevviriieiieniiie 27 28 27 25 107
OLhEr EXPENSE «o...ovviciitcrnt s b 35 _48 73 52 208
Income (loss) from continuing operations before income taxes............. 79 (230) (69) (68) (288)
Income tax eXpense............cooovmriiiiisieinmin e 17 3 9 73 102
Income (loss) from continuing operations...............cc.ccevviviinnniinin. 62 (233) (78) (141) (390)
Loss from discontinued operations ................cooveevriincnncininnion (387 = - - (387)
INEEIOSS vttt s $ (329) 233) (78) (141) 77
Income (loss) per common share — basic: — ——‘ - - -
Income (loss) from continuing Operations. ..., $ 002 (0.06) (0.02) (0.03) (0.09)
Loss from discontinued operations - - - 0.09)
INEEHOSS ...oeecriiieiite ettt et b st ee b e s b et ee st (0.06) 0.02) (0.03) 0.18)
Income (loss) per common share — diluted: T T - _—
Income (loss) from continuing operations.............cc.cccveveeiviinnnienccnncan $ 0.01 (0.06) (0.02) (0.03) (0.09)
Loss from discontinued operations..........c...coovverrciiconiiiniiinns (0.08) .- - - 0.09)
INELIOSS ... e e $0.07) (0.06) (0.02) (0.03) (0.18)
Weighted Average Common Shares Outstanding - basic.............ccoieiee 3.937 3942 4,585 4,672 4,284
Weighted Average Common Shares Outstanding - diluted...........cc.c.oo..... 4,725 3.942 4,585 4,672 4,284
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NOTE 17 — SUBSEQUENT EVENTS

M

@

On June 14, 2005, pursuant to a Securities Purchase Agreement (the “Securities Purchase Agreement”), the
Company completed a private transaction for the sale of 14,400 shares of its Series A Convertible Preferred Stock,
$50.00 par value (““Series A Shares”), to one investor for an aggregate of $3,600,000 in gross proceeds to the
Company. The Company realized net cash proceeds of approximately $3.4 million thereby reducing its working
capital deficiency and stockholders’ deficit each by approximately $3.4 million as a result of this transaction. The
shares issued in connection with this private placement have not been registered and may be resold pursuant to Rule
144 under the general rules and regulations of the Securities Act of 1933 as amended assuming that all of the
conditions and provisions of the rule are complied with. The earliest date that these shares would become eligible
for resale without a registration statement would be June 14, 2006. Further, each share of the Series A Shares is
convertible into 294.12 shares, or 4,235,328 shares, of the Company’s common stock, subject to anti-dilution and
other customary adjustments. If the shares were converted into the Company’s common stock immediately after the
closing of the transactions contemplated by the Securities Purchase Agreement, the common stock issuable upon
such conversion would represent approximately 43% of the Company’s outstanding common stock, excluding
exercises of any options or warrants outstanding at such time. Certain members of the Investor are non-management
employees of the Company. The Securities Purchase Agreement also provides that the Company may require the
Investor to purchase up to approximately 2.95 million shares of the Company’s common stock, subject to the
Company attaining certain financial targets and satisfying other conditions.

On August 3, 2005, the Company’s principle operating subsidiary, Comprehensive Behavioral Care, Inc. (“CBC”),
entered into a marketing agreement (“Agreement”) with Health Alliance Network, Inc. (“HAN") whereas CBC has
agreed to appoint HAN as its primary representative and marketing agent for commercial business. Pursuant to the
Agreement, HAN will receive a $15,000 monthly fee for its marketing services to CBC plus reimbursement of
related travel expenses. HAN will receive three percent of the gross revenues received by CBC from commercial
services agreements resulting from introductions made by HAN or its affiliates and approved by CBC. HAN wiil
receive an additional payment with respect to those commercial services agreements exceeding certain pricing
targets equal to fifty percent of the gross revenues exceeding such pricing target. Further, CBC will pay HAN a
quarterly bonus of $9,000 or $21,000 if the Company achieves certain quarterly profit targets. The maximum
payments to HAN, inclusive of all fees and bonuses, shall not exceed $1.0 million in any fiscal year. The Agreement
is effective August 1, 2005 for an initial term of twenty-four (24) months and is automatically renewable for
additional periods of twelve months each unless terminated by either party. Two of the shareholders of HAN are
also part-time senior marketing employees of CBC and, additionally, they are each members of the investment group
that recently acquired 14,400 shares of the Company’s Series A Shares (see Note 17(1) above).

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS

(a)

(b)

On June 1, 2004, the Company dismissed Eisner LLP ("Eisner") as its independent registered public accounting firm.
The determination to dismiss Eisner was made by the Audit Committee of the Board of Directors of the Company
and was prompted by economic considerations and, also, the Company’s desire to engage a firm with local presence.
Eisner’s New York office had audited the Company's consolidated financial statements for each of the two years
ended May 31, 2003, and with respect to which had included in its reports a “going concern” uncertainty. These
reports did not contain any adverse opinion, disclaimer of opinion, or qualification or modification as to audit scope
or accounting principles. Since their retention as the Company's independent registered public accounting firm and
through June 1, 2004, there were no disagreements with Eisner on any matter of accounting principles or practices,
financial statement disclosure, or auditing scope or procedure, which disagreements if not resolved to Eisner's
satisfaction would have caused Eisner to make reference thereto in their report on the consolidated financial
statements of the Company for such years. During the period of their retention there were no reportable events as
defined in Item 304(a)(1)(v) of Regulation S-K.

New Independent Registered Public Accounting Firm. On June 1, 2004, the Audit Committee of the Board of
Directors of the Company appointed Kirkland, Russ, Murphy & Tapp P.A. ("KRMT") to serve as its independent
registered public accounting firm for the fiscal year ending May 31, 2004. In the years ended May 31, 2003 and
2002, the Company did not consult KRMT with respect to the application of accounting principles to a specified
transaction, either completed or proposed, or the type of audit opinion that might be rendered on the Company’s
consolidated financial statements, or any other matters or reportable events as set forth in Items 304(2)(2)(i) and (ii)
of Regulation S-K.
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ITEM 9a. CONTROLS AND PROCEDURES

Evaluation of the Company's Disclosure Controls and Internal Controls, As of the end of the period covered by this
report on Form 10-K, the Company evaluated the effectiveness of the design and operation of its "disclosure controls and
procedures" ("Disclosure Controls"), and its "internal controls and procedures for financial reporting” ("Internal Controls").
This evaluation (the "Controls Evaluation") was done under the supervision and with the participation of our Chief
Executive Officer ("CEO") and Chief Financial Officer ("CFO"). Rules adopted by the Securities and Exchange
Commission (“SEC”) require that in this section of the Annual Report on Form 10-K we present the conclusions of the
CEO and the CFO about the effectiveness of our Disclosure Controls and Internal Controls based on and as of the date of
the Controls Evaluation.

Disclosure Controls and Internal Controls. As provided in Rule 13a-14 of the General Rules and Regulations under the
Securities Exchange Act of 1934, as amended, Disclosure Controls are defined as meaning controls and procedures that are
designed with the objective of insuring that information required to be disclosed in our reports filed under the Securities
Exchange Act of 1934, as amended (the "Exchange Act"), is recorded, processed, designed and reported within the time
periods specified by the SEC’s rules and forms. Disclosure Controls include, within the definition under the Exchange Act,
and without limitation, controls and procedures designed to insure that information required to be disclosed by us in our
reports is accumulated and communicated to our management including our CEO and CFO, as appropriate, to allow timely
decisions regarding disclosure. Internal Controls are procedures which are designed with the objective of providing
reasonable assurance that (1) our transactions are properly authorized; (2) our assets are safeguarded against unauthorized
or improper use; and (3) our transactions are properly recorded and reported, all to permit the preparation of our
consolidated financial statements in conformity with generally accepted accounting principles.

Conclusion. Based on their evaluation, as of the end of the period covered by this annual report of the effectiveness of our
Disclosure Controls, the Chief Executive Officer and Chief Financial Officer have each concluded that our Disclosure
Controls are effective and sufficient to ensure that we record, process, summarize, and report information required to be
disclosed by us in our periodic reports filed under the Securities Exchange Act within the time periods specified by the
Securities and Exchange Commission’s rules and forms.

Subsequent to the date of their evaluation, there have not been any significant changes in our Internal Controls or in other
factors to our knowledge that could significantly affect these controls, including any corrective action with regard to
significant deficiencies and material weaknesses. The design of any system of controls and procedures is based in part
upon certain assumptions about the likelihood of future events.

ITEM 9b. OTHER INFORMATION

Effective August 18, 2005, Dr. Howard A. Savin and Kye Hellmers resigned from the Company’s Board of
Directors. Prior to resigning from the Board of Directors, Dr. Savin served on the Audit Committee of the Board of
Directors. Dr. Savin and Mr. Hellmers have no disagreements with the Company or its management relating to the
Company’s operations, policies or practices.

PART I
ITEM 10. EXECUTIVE OFFICERS AND DIRECTORS OF THE COMPANY

The information required by this Item with respect to the directors and compliance with Section 16(a) of the
Securities and Exchange Act is incorporated by reference from the information provided under the headings “Board of
Directors” and “Section 16(a) Beneficial Ownership Reporting Compliance,” respectively, contained in our Proxy
Statement to be filed with the Securities and Exchange Commission in connection with the solicitation of proxies for our
Annual Meeting of Stockholders to be held on October 21, 2003.

The information required by this Item with respect to our executive officers is incorporated herein by reference
to our Proxy Statement.

The information required by this Item with respect to our audit committee members and our audit committee
financial expert is incorporated herein by reference from the information provided under the heading “Audit Committee” of
our Proxy Statement.
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The information required by this Item with respect to our code of business ethics is incorporated herein by
reference from the information provided under the heading “Corporate Governance” of our Proxy Statement.

The information required by this Item with respect to material changes to the procedures by which our
stockholders may recommend nominees to our Board of Directors is incorporated herein by reference from the information
provided under the heading “Procedures for Submitting Stockholder Proposals” of our Proxy Statement.

[TEM 11, EXECUTIVE COMPENSATION

The information required by this Item is incorporated by reference from the information provided under the
heading “Executive Compensation” of our Proxy Statement.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

EQUITY COMPENSATION PLAN INFORMATION

The following table summarizes share and exercise price information with respect to the Company’s equity compensation
plans (including individual compensation arrangements) under which equity securities of Comprehensive Care Corporation
are authorized for issuance as of May 31, 2005:

() (b) ()
Number of securities to Weighted-average Number of securities remaining
Plan category be issued upon exercise exercise price of available for future issuance
of outstanding options, outstanding options, under equity compensation
warrants and rights warrants and rights plans (excluding securities
reflected in column (a))
Equity compensation plans 1,343,956 $1.08 576,503
approved by shareholders
Equity compensation plans not
approved by shareholders* 406,000 L8
Total 1,749,956 24 576,503

*Consists of 100,000 warrants to purchase common stock of the Company issued in prior fiscal years to three consultants for their services to the
Company, which included public and investor relations and web site development services. In addition, 306,000 warrants to purchase common stock of the
Company were issued to two consultants and two employees as compensation for introducing strategic business partners to the Company. All such
warrants were issued in lieu of cash compensation and have five-year terms with exercise prices ranging from $1.09 to $5.00.

Information required by this Item with respect to Stock Ownership of Certain Beneficial Owners and
Management is incorporated herein by reference from the information provided under the heading “Security Ownership” of
our Proxy Statement.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

The information relating to the employment agreements with executive officers, stock options, stay bonuses,
stock grants, and other compensation required by this Item is incorporated by reference from the information provided
under the heading “Executive Compensation” of our Proxy Statement. During the fiscal year ended May 31, 2005, two
executive officers served on the Board of Directors of the Company and, also, on the Board of Directors for each of the
Company’s wholly-owned subsidiary corporations.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information required by this Item is incorporated by reference from the information provided under the
heading “Independent Auditors” of our Proxy Statement.
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PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

(a) 1.

2.

Consolidated Financial Statements - Included in Part II of this report:

Reports of Independent Registered Public Accounting Firms

Consolidated Balance Sheets, May 31, 2005 and 2004

Consolidated Statements of Operations, Years Ended May 31, 2005, 2004 and 2003
Consolidated Statements of Stockholders’ Deficit, Years Ended May 31, 2005, 2004 and 2003
Consolidated Statements of Cash Flows, Years Ended May 31, 2005, 2004 and 2003

Notes to Consolidated Financial Statements

Consolidated Financial Statement Schedules: None.

Other schedules are omitted, as required information is inapplicable or the information is presented in the
consolidated financial statements or related notes.

3.

Exhibits:
Number

3.1
32
33
3.4

4.1

4.2
10.1
10.2
10.3
10.4
10.5
10.6
10.7
10.8
10.9
10.10
10.11
10.12
10.13
10.14
10.15
14
16
21

23.1
232

Description and Reference

Restated Certificate of Incorporation as amended.

Restated Bylaws as amended July 20, 2000. ®

Bylaw amendment. ©

Certificate of Designation, Preferences, and Rights of Series A Convertible Preferred Stock of

Comprehensive Care Corporation. ©

Indenture dated April 25, 1985 between the Company and Bank of America, NT&SA, relating to

Convertible Subordinated Debentures.

Form of Common Stock Certificate. ¥

Form of Stock Option Agreement. *@

Form of Indemnity Agreement as amended March 24, 1994, *®

Comprehensive Care Corporation 1995 Incentive Plan, as amended on November 17, 1998. ®

Amended and Restated Non-Employee Director’s Stock Option Plan. *©®

Employment Agreement as amended February 7, 2003 between the Company and

Robert J. Landis. *”

Employment Agreement amendment dated June 14, 2005 between the Company and

Robert J. Landis. *©

Employment Agreement waiver dated June 14, 2005 between the Company and

Robert J. Landis. *©

Employment Agreement as amended February 7, 2003 between the Company and

Mary Jane Johnson, *(7

Employment Agreement amendment dated June 14, 2005 between the Company and

Mary Jane Johnson. *®©

Employment Agreement waiver dated June 14, 2005 between the Company and Mary Jane

Johnson *®

Employment Agreement dated June 3, 2002 between the Company and Thomas C. Clay.

Comprehensive Care Corporation 2002 Incentive Plan as amended. "

Stock Purchase Agreement dated June 14, 2005 between the Company and Woodcliff Healthcare

Investment Partners LLC. ©

Registration Rights Agreement dated June 14, 2005 between the Company and Woodcliff

Healthcare Investment Partners LLC. ©

Marketing Agreement by and between the Company and Health Alliance Network, Inc.

Code of Business Conduct and Ethics. %

Letter dated June 2, 2004 from Eisner LLP in concurrence with the Company’s statement made
concerning Eisner LLP’s dismissal as the Company’s principal accountant. (13)

List of the Company’s active subsidiaries (filed herewith).

Consent of Kirkland, Russ, Murphy & Tapp P.A. (filed herewith).

Consent of Eisner LLP (filed herewith).

*(10)

15
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31.1 Comprehensive Care Corporation CEO Certification pursuant to Section 302 of the Sarbanes-Oxley
Act of 2002 (filed herewith).
312 Comprehensive Care Corporation CFO Certification pursuant to Section 302 of the Sarbanes-Oxley
Act of 2002 (filed herewith).
32.1 Comprehensive Care Corporation CEO Certification pursuant to 18 U.S.C. Section 1350, as adopted
‘pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (filed herewith).
322 Comprehensive Care Corporation CFO Certification pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (filed herewith).

D
)
3
4)
(%)
(6)
M
(8)
®

Management contract or compensatory plan or arrangement with one or more directors or executive officers.

Filed as an exhibit to the Company’s Form S-3 Registration Statement No. 2-97160.
Filed as an exhibit to the Company’s Form 10-K for the fiscal year ended May 31, 1988.
Filed as an exhibit to the Company’s Form 10-K for the fiscal year ended May 31, 1994,
Filed as an exhibit to the Company’s Form 10-Q for the quarter ended February 28, 1995.
Filed as an exhibit to the Company’s Form 8-K dated November 9, 1995.

Filed as an exhibit to the Company’s Form 8-K dated June 14, 2005.

Filed as an exhibit to the Company’s Form 8-K dated February 7, 2003.

Filed as an exhibit to the Company’s Form 10-K for the Fiscal Year ended May 31, 2000.
Filed as an exhibit to the Company’s Form 8-K dated November 25, 1998.

(10) Filed as an exhibit to the Company’s Form §-K dated June 7, 2002.

(11) Filed as Appendix A to the Company’s definitive proxy statement on Schedule 14A filed on January 28, 2005.
(12) Filed as an exhibit to the Company’s Form 10-K for the fiscal year ended May 31, 2003.

(13) Filed as an exhibit to the Company’s Form 8-K, dated June 4, 2004.

(14) Filed as an exhibit to Form S-8 (File No. 333-108561) filed on September 5, 2003.

{15) Filed as an exhibit to the Company’s Form 8-K, dated August 3, 200S.
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SIGNATURES

Pursuant to the requirements of Sections 13 or 15(d) of the Securities Exchange Act of 1934, the Company has
duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized, August 19, 2005.

COMPREHENSIVE CARE CORPORATION

By /s/  MARY JANE JOHNSON
Mary Jane Johnson
President and Chief Executive Officer
(Principal Executive Officer)

By /s/ ROBERT J. LANDIS
Robert J. Landis
Chief Financial Officer and Treasurer
(Principal Financial and Accounting Officer)

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the Company and in the capacities and on the dates so indicated. '

SIGNATURE TITLE DATE

President, Chief Executive Officer,
/s/ MARY JANE JOHNSON and Director August 19, 2005
Mary Jane Johnson

Chairman of the Board of Directors,

Chief Financial Officer, and Treasurer

(Principal Financial and
/s/ ROBERT J. LANDIS Accounting Officer) August 19, 2005
Robert J. Landis

/s/ EUGENE L. FROELICH Director August 19, 2005
Eugene L. Froelich

/s/ ROBERT PARKER Director August 19, 2005
Robert Parker

/s/ DAVID P. SCHUSTER Director August 19, 2005
David P. Schuster

/s/ BARRY A. STEIN Director August 19, 2005
Barry A. Stein

/s/ PETER JESSE WALCOTT . Director August 19, 2005 -

Peter Jesse Walcott
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Mary Jane Johnson
President, Chief Executive Officer, and Director

Robert J. Landis
Chairman, Chief Financial Officer, and Treasurer

Thomas Clay
Chief Development Officer,
Comprehensive Behavioral Care, inc.

Diane Brown
Vice President of Administration

Paul Patti, Ph.D.

Vice President of National Clinical Operations

Eugene L. Froelich
Director and Chairman of the Audit Committee/
Chief Financial Officer and Chief Operating Officer,
Curelab, Inc., a biotechnology company

Robert Parker
Director
Associate, LS Power Equity Advisors, LLC,
a private equity fund
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Director
Vice President of Corparate Development,
Hythiam, Inc., a healthcare management services firm

Barry A. Stein, Ph.D.
Director
President, Goodmeasure, Inc.,
a management consulting firm
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Director
Director of Mergers and Acquisitions,
IAP Worldwide Services, Inc.,
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Corporate Information

Corporate Headquarters
Comprehensive Care Corporation
204 South Hoover Boulevard, Suite 200
Tampa, Florida 33609

Annual Meeting
October 28, 2005 - 9 a.m. EST
Comprehensive Care Corporation
204 South Hoover Boulevard, Suite 200
Tampa, Florida 33609

Registrar and Transfer Agent
Continental Stock Transfer & Trust Company
17 Battery Place, 8th Ficor
New York, New York 10004
Telephone (212) 509-4000
Facsimile (212) 509-5150

Securities Trading
Comprehensive Care Corporation's common stock
is traded on the Over The Counter Bulletin Board
under the symbol "CHCR".

Comprehensive Care Corporation's 7 1/2 %
Convertible Subordinated Debentures are traded
over the counter.

Independent Registered Public

Accounting Firm
Kirkland, Russ, Murphy & Tapp, P.A.

General Counsel
Foley & Lardner LLP
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